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MUTUAL SECURITY ACT OF 1958 


WEDNESDAY, MARCH 12, 1958 


Hovusr or REPRESENTATIVES, 
ComMMITTEE ON Forei1Gn AFFArRs, 
Washington, D. C. 

The committee met, pursuant to adjournment, in executive session 
at 10:30 a. m., room G-3, United States Capitol, Washington, D. C., 
Hon. Thomas E, Morgan (acting chairman) presiding. 

Acting Chairman Moraan, "The committee will come to order. 

This is a continuation of the hearings on the Mutual Security Act 
of 1958 making authorizations for the fiscal year 1959. 

Our witnesses today are on Europe and they are three in number. 
Frederick W. Jandrey, Deputy Assistant Secretary of State’ for 
European Affairs, Brig. Gen. John S. Guthrie, Regional Director for 
Europe, Office of Assistant Secretary of Defense for International 
Security Affairs, and Stuart Van Dyke, Regional Director for African 
and European Operations, ICA. 

All three of you have statements. I think we will follow the same 
procedure that we have been following. We will have each witness 
deliver his statement and then have questions after the statements 
have been completed. 

Mr. Jandrey, you are first and you. may proceed. 


STATEMENT OF FREDERICK W, JANDREY, DEPUTY ASSISTANT 
SECRETARY OF STATE FOR EUROPEAN AFFAIRS 


Mr. Janprey. Mr. Chairman and members of the committee, it is 
a privilege for me to appear before your committee this morning with 
regard to our proposed mutual security program for Europe. 

I am sure that this committee needs no explanation from me of the 
importance of Europe to our own well-being and security. Congress 
has already recognized this importance in a long series of legislative 
measures such as the Greek-Turkish aid program, the Marshall plan, 
the North Atlantic Treaty membership and the mutual security 
program. 

I think we can all agree that the day is past when this country can 
“oo it alone.’ Whether we like it or not, our security and our 
prosperity are now indissolubly linked with that of the other free 
countries of the world. In this connection our European partners 
are particularly important. Europe’s industrial capacity, its skilled 
manpower, scientific knowledge, and mili forces constitute an 
essential element of free world strength. Except for the North 
American Continent, Europe remains the most valuable prize that 
the U.S. S. R. could hope to capture. 
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Other witnesses have pointed out the continuing threat to the 
United States and the free world rising from the increase in Soviet 
military power. The launching last year of Sputniks I and II pro- 
vided striking evidence of Soviet technological progress. This should 
not unduly alarm us, but it does remind us that our concern over the 
maintenance and modernization of our own and NATO's defenses 
has not been misplaced. As you know, we have been programing 
missiles and other advanced weapons for our NATO allies since 1956. 
We shall begin to see results from these programs with the delivery 
this year of certain missile systems to NATO. 

While we all recognize the need for a strong defense, many of us 
are properly concerned over the mounting costs involved and the vast 
effort in research and development which is necessary in this age of 
missiles and nuclear weapons. It seems obvious that the answer to 
this lies in pooling the resources of the free world in a more rational 
division of effort between allies, and in the elimination of waste and 
duplication. The question of better use of free world resources was 
one of the major issues considered by the NATO heads of govern- 
ment at their meeting in Paris last December. While recognizing 
that the ultimate solution should be found in the control of arma- 
ments and not in a race to build bigger and ever more destructive 
weapons, the heads of government pointed out that the western pro- 
posals on disarmament, although approved by 56 members of the 
United Nations, had never been accepted by the U.S. S. R. as a basis 
for discussion. 

In the communique following the NATO meeting the heads of 
government expressed their willingness ‘“‘to examine any proposal, 
rom whatever source, for a general or partial disarmament, and any 
proposal enabling agreement to be reached on the controlled reduction 
of armaments of all types.” <A suggestion by the United States to 
establish a technical advisory group to keep disarmament under study 
was approved. In the area of defense planning, several important 
decisions were taken, notably to establish a stockpile of nuclear 
warheads in Europe and to put IRBM’s at the disposal of the Supreme 
Allied Commander Europe. General Guthrie will have more to say 
on these and other decisions on military matters taken at the Decem- 
ber meeting. 

In their consideration of the problem of meeting the increasing costs 
of defense, the heads of government resolved to strive for ‘‘as high a 
degree of standardization and integration as possible,” to take addi- 
tional measures ‘‘to promote the coordination of research, development, 
and manufacture of modern weapons,” and to “increase the effective- 
ness of national efforts through the pooling of scientific facilities and 
information and the sharing of tasks.” ‘To this end, the position of 
Science Adviser to the Secretary General was established, and an 
American, Dr. Norman Ramsey, has been designated. A NATO 
Science Committee has also been set up, the United States member of 
which is Dr. I. I. Rabi, Nobel Prize winner. 

Time does not permit my discussing here all the issues considered 
by the heads of government. I should make clear, however, that 
funds now being requested for the mutual security program in Europe 
are not intended to cover the costs of IRBM’s to be provided NATO 
countries or other special programs which may emerge as a result of 
the decisions taken at the Paris meeting. As you know, the proposed 








; MUTUAL SECURITY ACT OF 1958 761 
‘ 
program for fiscal year 1959 had to be fully developed even while we 
were preparing for and participating in the NATO meeting. There- 
fore, it was not practicable to attempt to anticipate in this request the 
requirements for NATO which would flow from the deliberations of 
the heads of government. 

The meeting was successful. All the essential decisions were taken 
which the United States hoped for, and vigorous action is now being 
instituted to give effect to the agreements reached. However, this is 
not to say that NATO has no problems or that we attach little im- 
portance to those problems. e are only too keenly aware of the 
unfortunate effect within the alliance of France’s difficulties in North 
Africa, of the Cyprus problem, and of the question of the continued 
payment by Germany of support costs or some substitute arrange- 
ment. 

As will be brought out in other testimony, the Western European 
economy has shown great growth since the war. A number of our 
European allies, however, have encountered economic problems of 
one sort or another, including chronic shortages of gold and dollar 
reserves, such as those of the United Kingdom; financial and balance- 
of-payments problems, such as those of France; and development and 
employment problems, as in southern Italy. The Netherlands, be- 
cause of the Indonesian problem, has suffered losses which are affecting 
its financial and foreign-exchange position. Iceland has chronic eco- 
nomic problems stemming largely from its undue dependence on one 
export: fish. 

Outside of NATO, Spain, on the one hand, and Poland and Yugo- 
slavia, on the other, are countries whose economic problems must to 
some degree concern us, also. I will discuss some of these countries 
in more detail in connection with our request for fiscal year 1959 funds. 

But I am sure you will agree that the NATO alliance has been nota- 
bly successful. It has enabled us to stem the Communist tide that 
was sweeping westward through Europe in the early postwar years. 
Indeed, this tide has to some extent been reversed, because it is evident 
that NATO and the assistance which the United States has provided 
to Europe under the mutual-security program have exercised a pro- 
found psychological influence throughout all of Europe. Signs of 
strain in Eastern Europe can be attributed, at least in part, to this 
influence. 

Western Europe, without the security and confidence inspired by 
the alliance and by United States assistance, could not have made the 
remarkable economic recovery that it has. And this recovery, in 
turn, has enabled the European countries to make a greater contribu- 
tion to the mutual-defense effort and to participate in providing aid to 
some of the underdeveloped areas of the world. 

Under the protective shield of NATO, the European nations have 
made further progress toward political and economic unity. Early 
this year, the European common market and Euratom came into 
being. The significance of these agencies lies not only in the very 
substantial degree of economic integration achieved by the six nations 
participating, but, also, in the progress toward political unification 
and in the lessening of divisive national rivalries, particularly in the 
case of France and Germany. 

NATO has also stimulated more active cooperation among the 
Atlantic nations in other fields. Increasing attention, as you know 
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is being given to political, economic, and cultural relationships among, 
the member countries. Political consultations in NATO during the 
pest year were more extensive and more profitable than ever before. 
uring the negotiations in the U. N. on disarmament, our use of the 
NATO forum for consulting with our allies worked very successfully. 
Perhaps the most eloquent testimonial to the success of NATO is to 
be found in the unremitting efforts of the U.S. S, R. to undermine or 
break up the alliance. First, the peace offensive of 1955 and, more 
recently, the barrage of threats and diplomatic letters to which we 
and our allies have been subjected testify to the Soviets’ determina- 
tion to disrupt western unity, of which NATO has been the symbol. 

NATO’s success has been due in no small measure to the military 
assistance which we have provided through the mutual-security pro- 
gram. By our participation in the NATO defense system and by 
providing the essential element to supplement the defense efforts of 
our allies, we have made it possible for them to maintain a truly 
significant defense establishment. 

But this endeavor has not been one sided. The European countries, 
in addition to providing the bulk of the manpower for NATO forces, 
have contributed alaatie bases, airfields, depots, and other installa- 
tions. As you will see from the chart on the back of the yellow tab 
marked ‘“‘Europe’’ at the front of your presentation book, during 1957 
the NATO countries as a whole devoted about $10 of their own cur- 
rencies to defense for every dollar of American aid received. These 
figures, moreover, include the less-developed countries of Greece and 
Turkey. The ratio for the western European countries alone would 
be even greater. 

I am sure that some of you must wonder why the relatively small 
amount of American assistance being requested is so important to the 
total European effort. The question may be asked why the Europeans 
can’t increase their own budgets and eliminate the need for American 
assistance altogether. 

As Assistant Secretary Elbrick explained in discussing last year’s 
program, the problem cannot be solved so simply. In the first place, 
the defense programs of most of our European allies are already at 
or near the maximum levels which can be sustained without serious 
political and economic strain. The average European taxpayer, 
despite Europe’s economic progress in recent years, still earns only 
about one-third of the income of the average American taxpayer. 
He is also paying a larger percentage of his income in taxes than the 
average American. His national economy is far more dependent 
upon foreign trade and investment than the American economy, and 
his nation’s financial reserves are less extensive. In some cases 
there are also internal political problems which limit the ability of 
European governments to devote greater amounts to defense. While 
we constantly encourage contributions by allied governments up to 
the extent of their politico economic capacity, it would be counter- 
productive to seek contributions beyond this point. 

Considering all these factors, the estimated $13 billion which 
European NATO countries devoted to defense in 1957—a postwar 
high, incidentally—represents a thoroughly creditable performance. 

eetn if our European allies were able to increase their defense 
efforts substantially, American military assistance would remain 
vital to the effectiveness of these efforts. The value of the NATO 
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countries’ military forces depends increasingly upon possession of 
modern weapons and the ability to employ modern techniques of 
warfare. The importance to our European allies of such items as 
guided missiles, the more advanced types of aircraft, and up-to-date 
electronic equipment can hardly be exaggerated. Unfortunately, 
most of our allies are not able to produce these for themselves, re- 
gardless of the level of their military expenditures. Nor can they 
provide for themselves the highly specialized training that modern 
weapons and techniques involve. Theyjare, therefore, compelled 
to look to the United States. 

Now, I would like to say a word about the program proposed for 
Europe for fiscal year 1959. I will not go into detail, because General 
Guthrie and Mr. Van Dyke will be prepared to provide whatever facts 
the committee may wish. I would like, however, to call attention to 
a number of important points. 

Once more we are requesting funds for what is essentially a military 
and defense-support program. Of the approximately $281 million 
proposed for Europe, $251 million is related directly to defense; 
that is, $206.5 million for military assistance shown in European 
country programs plus $45 million for defense support. These figures 
do not tell the whole story, however. As in previous years, much 
of the proposed military assistance can be planned only at this early 
stage of the programing process on a global basis. Such items as 
missiles, aircraft modernization, spare parts, and so forth—described 
in the presentation book on nonregional programs under the heading 
“Special materiel programs’’—add substantially to the military pro- 
gram when broken down by region and by country. While the 
country allocations are very tentative at this time, the total thus 
developed for Europe—shown on page 7 of the presentation book, 
Europe and Africa—amounts to $185 million, bringing the total 
proposed military-aid program for Europe to about $392 million. 
The great bulk of the $185 million additional increment, in the case 
of the European countries, is intended for missiles in order to carry 
forward the modernization of NATO forces which has been underway 
since 1956 and which is so important to General Norstad’s plans and 
our own security. General Guthrie will discuss the NATO program 
= the proposals for missiles and other special materiel in greater 

etail. 

Again this year defense support and technical-cooperation assistance 
are proposed for Spain. During the past year inflationary pressures in 
that country, aggravated by a number of factors, have increased. 
Spain’s foreign-exchange ‘reserves during 1957 reportedly declined by 
at least $40 million. We do not, of course, expect our defense-support 
program to solve all of Spain’s economic ills. Instead, this particular 
program has the more limited purpose of helping the Spanish to make 
a contribution to the common defense by participating then in the 
joint base program and by supporting a more effective military 
establishment. Defense support represents only part of a larger 
program for Spain which will undoubtedly continue to encompass 
dollar commodity assistance provided under Public Law 480—$69 
million has thus far been made available in fiscal year 1958—as well as 
the possibility of loans from the Development Loan Fund, applications 
for which are already on file. 
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We are requesting continued special assistance and a small technical 
cooperation program for Yugoslavia. No military assistance is 
proposed. In December, at Yugoslav initiative, further deliveries 
of military aid were halted, and discussions were undertaken for the 
termination of the entire grant military-assistance program, including 
offshore procurement, training, and so forth. We do not exclude 
the possibility of some further sales of military equipment to 
Yugoslavia, however. 

The economic assistance which we have provided to Yugoslavia 
under this program in recent years has served one overriding purpose. 
It has helped Yugoslavia to maintain its independent status. As the 
first European country to assert its independence of the U.S. S. R., 
Yugoslavia has exercised and continues to exercise an influence in 
Eastern Europe out of all proportion to its size and its normal role in 
world affairs. The refusal to sign the Moscow Declaration last 
November on the occasion of the 40th anniversary of the Bolshevik 
Revolution is evidence of Yugoslavia’s determination to act inde- 
pendently. Another important consideration, often overlooked, is 
that Yugoslavia, unlike the U.S. S. R. and its satellite states, is not 
engaged in efforts to impose the Communist system on other countries. 
Indeed, there is evidence that some of the rather liberal reforms which 
have been introduced in Yugoslavia—for example, the breakup of 
collective farms—have had an influence on the thinking in other 
Communist countries. 

Thus, the essential consideration which motivates our policy with 
respect to Yugoslavia is not whether we agree with that country’s 
political and economic philosophy, but whether we want Yugoslavia 
to be able to stay independent. Our special assistance to Yugoslavia 
does help in the latter respect. It is, therefore, clearly in our interest 
to provide such assistance. 

I am sure I need not describe in detail the importance of continuing 
our economic assistance to Berlin. As you know, we have a direct 
responsibility in Berlin, together with Great Britain, France, and the 
U.S.S. R., under the Four Power Agreements made at Potsdam and 
also under the Convention on Relations with the Federal Republic of 
Germany negotiated in 1954. 

An island of freedom surrounded by the Soviet Zone of Germany, 
West Berlin is important to us for several reasons. Ever since the 
days of the dramatic airlift, the city has been a symbol of western 
determination to stand fast against overwhelming odds. In subse- 
quent years Communist harassment of Berliners and Allied personnel 
in Berlin has continued sporadically. Because of its isolation from the 
West, moreover, Berlin’s economic future can never be secure. 

On the other hand, the freedom and the relatively high standard of 
living in West Berlin—even with some 100,000 unemployed—are in 
dramatic contrast to the depressing political and economic conditions 
in the surrounding Communist-controlled territory. Members of 
Congress who have visited free Berlin have, I am sure, been impressed 
by this fact. The attraction which this city represents and the avenues 
to freedom which it provides for residents of the East Zone are im- 
portant political considerations. The flow of refugees through Berlin 
is still continuing at the rate of about 8,000 per month. 

Finally, we are requesting $3 million for various technical exchange 
programs in Europe. The question may be asked why the relatively 
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prosperous countries of Europe need a further contribution of $3 
million for economic purposes from the United States. The answer, 
briefly, is that this assistance is an indication of our continuing in- 
terest in certain important activities and that the United States 
receives specific benefits, both political and economic, from this 
expenditure. 

his money is requested for a number of small programs, about 
half a dozen in all, each serving a special purpose and each of direct 
interest to the United States. For example, $1 million is requested 
to support a program within the Organization for European Economic 
Cooperation designed to produce more and better scientists and 
engineers in the countries of the Atlantic community and to utilize 
the present supply more efficiently. The availability of United States 
funds will be conditional upon at least a matching amount being 
contributed by the other countries taking part in the program. Our 
contribution is important both to stimulate the efforts of other 
countries and also to make possible the participation of leading 
American authorities in this field, who have much to contribute to 
such a program and much to gain from it. It is evident, it seems to 
me, that a concerted effort of this nature to bolster the scientific and 
engineering resources of the free world is of benefit also to the United 
States. 

Another technical exchange program which I believe yields benefits 
to us well beyond the dollar cost involved is the $1 million grant to 
the European Productivity Agency, a part of the OREC. EPA has 
some half dozen major areas of activity, all of which are useful and 
important in that they are helping to overcome certain basic economic 
problems which have handicapped these European countries for gen- 
erations. These include, for example, pilot projects to encourage 
introduction of modern techniques in southern Italy and other less 
developed areas of Europe; the encouragement of free, competitive 
enterprise; and, a matter of obvious interest in today’s world, coopera- 
tive projects for technology and research. ‘This is not just a do-good 
program but an investment in Europe’s present and future, based on 
our firm conviction that we too stand to benefit from European prog- 
ress in this area. Mr. Van Dyke will be prepared to discuss this and 
other EPA programs in some detail. 

As a third example of specific technical exchange programs, we have 
small bilateral labor exchange programs with France and Italy. In 
these two countries, as you know, Communist strength has been most 
apparent in the trade union movement. Moscow does not hesitate 
to pour large sums of money to support its captive unions through the 
Communist parties in France and Italy. Our programs are conducted 
by ICA in cooperation with the Department of Labor. They bring 
promising rank-and-file members of the free unions to this country 
for training in productivity and labor-management relations. These 
programs were endorsed last year by Ambassador Caffery in his 
report to the Senate Special Committee To Study the Foreign Aid 
Program, who pointed out that— 
the nature of the labor and Communist problems * * * is such as to make the 
continuation of a labor-exchange program for several years desirable. 

All of these programs for Europe, I believe, promote the funda- 
mental principle underlying our mutual security program, a 
tection of the mutual security of this and other free nations. They 
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have been carefully prepared and in my opinion represent a necessary 
and judicious use of our resources. 

Acting Chairman Moraan. Thank you, Mr. Jandrey. 

Our next witness is General Guthrie. You may proceed, General, 


STATEMENT OF BRIG. GEN. JOHN S. GUTHRIE, REGIONAL DIREC- 
TOR FOR EUROPE, OFFICE OF ASSISTANT SECRETARY OF DE- 
FENSE FOR INTERNATIONAL SECURITY AFFAIRS 


General Guturiz. Mr. Chairman and members of the committee, 
this morning I will supplement previous presentations by other 
Defense witnesses by discussing in detail aioe assistance for the 
NATO area, and for certain other European countries, in presenting 
our proposed programs for fiscal year 1959. 

I will discuss first those aspects of the program which apply to the 
NATO area as a whole, and then present our program [security dele- 
tion] for Spain. 

I will refer to Greece and Turkey only in their NATO roles. Details 
pertaining to these countries have already been covered by a previous 
speaker. Outside the United States, Europe remains the key area 
for building and maintaining a real deterrent to Russian aggression. 
It is interesting to note that the total population of the U. 8. S.R. 
and European satellites is 287 million, whereas the combined population 
of non-Soviet Europe is 337 million. Sometimes we forget that the 
free world maintains in Europe an appreciable numerical advantage. 
Coupled with the industrial base, technical skill, and scientific knowl- 
edge which Europe possesses, the foregoing population figures remind 
us of the basic solidity of the NATO structure. 


NATO DEVELOPMENTS AND ACHIEVEMENTS 


I might now review briefly some of the developments and accom- 
plishments within NATO during the past year. The 1957 NATO 
Annual Review, completed in December, made clear that the overall 
military strength of the alliance showed many improvements resulting 
primarily from the maturing of previous plans, the strengthening of 
the nuclear capability of the shield forces, the entry into service of new 
warships, and the modernization and improved quality of the air 
forces of several nations. 

Some of the most important decisions taken during the year were 
made by the NATO heads of government at their Paris meeting in 
December. 
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NATO HEADS OF GOVERNMENT DECISIONS 


December 1957 


(a) NATO DEPLOYMENT OF IRBM’S 

(6) ESTABLISHMENT OF NATO ATOMIC STOCKPILE SYSTEM 
(c) CLOSER COORDINATION OF NATO FORCES 

(d) INCREASED SCIENTIFIC AND TECHNICAL COOPERATION 
(e) REVISION OF NATO FORCE REQUIREMENTS 

(f) COORDINATED PRODUCTION OF ADVANCED WEAPONS 


General Guiuriz. As shown by the chart, these decisions involved: 

(a) NATO deployment of IRBM’s: The Council accepted the 
United States offer to make IRBM’s available to other NATO 
nations for deployment in accordance with NATO defense plans. 
These deployments will be subject to agreement between SACEUR_ 
General Norstad—and the countries directly concerned, and to agree- 
ment between each country and the United States with respect to 
materiel, training, and other necessary arrangements. 

(b) Establishment of a NATO atomic stockpile system: The Coun- 
cil accepted the United States offer to participate in a NATO atomic 
stockpile system. Under this concept, United States nuclear compo- 
nents for weapons in the hands of NATO forces will be deployed under 
United States custody as required by our law. In the event of 
hostilities, nuclear components will be readily available for release to 
the appropriate NATO forces. 

(c) Closer coordination of NATO forces: The Council decided to 
make better use of NATO resources, so that each member country 
can make its most effective contribution to the alliance. This is to 
be attained, from the military standpoint, by a greater degree of 
standardization of weapons and equipment, and will be initially ap- 
plied in air and naval defense, logistic support, and in the composition 
and equipment of forces. 

The NATO military authorities are now studying ways and means 
to carry out these directives, and this topic will be discussed at the 
NATO Defense Ministers meeting in mid-April. 

(d) Increased scientific and technical cooperation: The Council 
agreed to establish a NATO Science Committee, composed of eminent 
scientists from all NATO countries, already described by Mr. Jandrey. 

(e) Revision of NATO force requirements: Force requirements of 
NATO for the period 1958-63 have been restudied by the NATO 
military authorities and the member governments in light of the 
demands of the nuclear age. This review will result in an up-to-date 
forecast of the minimum essential forces required by NATO during 
the 5-year period 1958-63, and will be one of the principal factors 
considered in future aid programs. 

(f) Coordinated production of advanced weapons: The Council 
decided to promote the coordination of research, development, and 
manufacture of modern weapons including IRBM’s. As an initial 
step, the NATO International Staff and the NATO countries are 
considering which weapons systems should be produced in Europe 
under this plan. 
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RELATIONSHIP OF MAP TO NA10 FORCES 


May I now illustrate how MAP-supported forces of NATO con- 
tribute to the overall defensive posture of the alliance, and how 
certain NATO activities and agencies to which MAP funds are 
directed relate to the effectiveness of these allied forces. 

The deterrent to war which, as you will recall, is the prime purpose 
and overriding requirement of the NATO military mission, is com- 
posed of three elements: 

(a) The shield, which includes both conventional and nuclear 
capable forces, 

(6) Retaliatory forces, and 

(c) Most important, the will to use them both to the limits of their 
effectiveness in the event of need. 


MAP ACCOMPLISHMENTS-——-NATO AREA 


Many of the major requirements of the conventional units of the 

shield have been met by the weapons provided from prior year pro- 
“ae : : 

grams. The continuing need for conventional forces in the NATO 

area is now limited primarily to provision of force maintenance and 
force improvement still beyond the capabilities of certain countries. 


NATO area programs and performance, fiscal year 1958 


[In millions] 




















Fiscal year 

Fiscal year 1958 deliv- 

Materiel and training | 1958 pro- eries and ex- 

gram penditures 

(estimated) 
Conventional materiel and training (country programs) --.....-........----. 334. 7 763. 9 
M Bakes Gd SISIRIT IBOGENISETION........ oc aceconancebeammpagenseannancnennnns 282. 1 43.2 

Other materiel (spares, Se and transportation, repair, and rehabili- 
SRD 4s Wi ~~ Lakhani lettin wpe cunahinetss Ti te cate coheed 84.3 | 136. 4 
701. 1 943. 5 
COST SHARING Teh 
Musial Weanons develonmberlt ono noc si acl nd cacedbecubdce aun! 40.0 29.2 
PnGieraee OOOMG NNN. 8 25 ibd ec satedsicdidecunsst ied sibhdssmibaeiey eheeema 20.0 22.4 
FE. <cibtembnigeun aactosimereentatians aia ag dbaahhameee 65. 0 70.0 
International military headquarters-..-..............---.....-.-.--.-..------ 6.5 6.3 
131. 5 127.9 
HO asc nhcnsciirasndvinniscadsndiibete tadsade tania anal «RG | 1,071.4 
| 








General Guturiz. This chart summarizes our program and accom- 
plishments in fiscal year 1958. For each of the seven types of military 
assistance shown here as provided to NATO, this chart compares our 
fiscal year 1958 program with anticipated deliveries this year or 
expenditures from prior year funds. For materiel and training, three 
major categories are shown: Conventional materiel ; missiles and 
aircraft modernization; and “other materiel,’ which ‘includes spare 
parts, packing, crating, handling and transportation and repair and 
rehabilitation. 

Four cost sharing programs, already explained by Mr. Shuff, are 
also included because their major impact falls in the NATO area. 
These are mutual weapons development, facilities assistance, NATO 
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infrastructure and our share of the expenses of international military 
headquarters in Europe. They are fully described on pages 13-18 of 
the brown volume—Non-Regional Programs. 

Insofar as conventional materiel is concerned, you will notice that 
$334.7 million was programed for the NATO countries in fiscal year 
1958. This compares with our request last year for $405 million. 

In connection with this chart, I should like to draw your attention 
to the striking contrast between our fiscal year 1958 program of $334.7 
million and the $763.9 million which we expect to deliver to the 
NATO countries during the current fiscal year. This difference is 
caused by the long administrative and production lead time involved 
between programing and delivery. 


NATO area programs and performance, fiscal year 1958 


{In millions] 








Materiel and training Fiscal year | Fiscal year 
1958 program | 1959 request 
Conventional materiel and training (country programs) .............-......- 334. 7 307.8 
De eres ates mas DOOCUE TIMOR NONE nn 5, ck doi bncnndenaccoccstaddbocsea 282.1 226. 3 
Other materiel (spares, — ng, waa handling and transportation, repair 


and rehabilitation) -....__. 84.3 75.8 


~1 
So 
= 
ne 
© 


COST SHARING 


Fee nn ne a ad kd cm ainnioennaion 40.0 40.0 
Pe I hla io aston dsedbe cds cane ek sts vteinnce denies 20.0 20. 0 
ITI a ane ec cS bd cmb bead So eadieactendatin 65. 0 60. 0 
Internatioual military headquarters...................-....-.-.......-----.2- 6.5 7.5 
131.5 127.5 

SR SE hain rae cae lan ak da ginmetehiaehal ona emeemmerieaaiiae 832. 6 737.4 


General Gurunre. This shows the sums which we are requesting for 
the NATO area in fiscal year 1959. They total $737.4 million. For 
conventional assistance and training, we are asking a total of $307.8 
million; for missiles and aircraft modernization, $226.3 million; and 
other materiel $75.8 million. The fiscal year 1959 program of con- 
ventional assistance is discussed country by country in your presenta- 
tion books. Nonregional cost-sharing programs total $127.5 million 
for NATO. These programs have been scrutinized to screen out all 
items which we consider the countries should provide. 


MILITARY SALES 


In connection with the conventional assistance shown, I wish to 
call your particular attention to the progress made with respect to 
military sales during the past year. In fiscal year 1956, sales to the 
NATO countries, other than Canada, totaled only slightly more than 
$16 million, whereas in fiscal year 1957 sales of more than $300 million 
were made, of which over $280 million were for the Federal Republic 
of Germany. Military aid to Belgium is now programed on a sales 
basis, except for advanced weapons requirements. This shift from 
grant aid to military sales is a factor in the reduced fiscal year 1959 
request for conventional material indicated on the chart. 
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MISSILES AND AIRCRAFT MODERNIZATION 


I will now discuss missile and aircraft modernization programs for 
NATO. For fiscal year 1959, a total of $226.3 million is requested in 
this category. Modern weapons are the heart of all military assistance 
to NATO at the present time. 

This classified chart compares for each weapon the funds programed 
in prior years, fiscal years 1956-58 shown in red, with the amount 
requested for fiscal year 1959 in blue. That. portion of the weapons 
expected to be allocated outside NATO is represented by the shaded 
portion of each bar. This comparison illustrates strikingly the 
emphasis with which Europe is regarded by our military planners. 
The general characteristics of each weapon are also indicated on the 
chart. 

Nikes will be delivered toJ{European recipients beginning early in 
calendar year 1959 and delivery is to be completed by 1960. Delivery 
of Honest Johns*will§begin in¥August 1958 and will be completed by 
December of 1960. Missiles}includedjin the 1959 request are aad 
uled for deliveryjduring 1960-62. The arrangements for funding the 
IRBM ‘deployments have been covered,by Mr. Sprague. 


AIRCRAFT MODERNIZATION 


In addition to the missiles I should mention also aircraft moderniza- 
tion for NATO forces. Under this category we include certain 
[security deletion] squadrons of [security deletion] F-100 aircraft 
equipped for atomic delivery. These aircraft will be furnished. to 
recipient nations beginning early this year and deliveries are scheduled 
to be completed by mid-1959. Aircraft modernization also includes 
[security deletion} atomic delivery conversion kits for F—-84 aircraft, 
previously programed, most of which have already been delivered. 

In fiscal year 1959 [security deletion] additional squadrons of F- 
100’s are contemplated. [Security deletion.] All F-100 aircraft 
squadrons are included within the country program totals set. forth 
in your presentation books. Other aircraft modernization and all 
missiles are set forth on pages 5 and 6 of the brown book and are 
included under the heading ‘Special Materiel Programs’’ listed in 
parentheses below each country total. 


NATO AREA MISSILES 


This classified chart sets forth the missile units contemplated for 
the NATO area. In the left-hand column are mdicated those forces 
eligible for grant aid support under MAP. The second column sets 
forth the units which have been programed from fiscal year 1956 
through 1958. Military sales expected in each case are shown in 
parentheses. These are additive to the grant-aid figures. The third 
column sets forth our request for missiles to the NATO area in fiscal 
year 1959; units in parentheses again indicate intended military sales, 
the bulk of which, shown in black, pertain to Germany. The last 
column shows the deficiencies remaining which are not now feasible 
for programing. You will notice that no Nike or Honest Johns are con- 
templated for grant aid in fiscal year 1959. Instead, the emphasis is 


21862—58—pt. 6——-2 
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shifting to other [security deletion] Army missiles, and to the Navy’s 
[security deletion] antiaircraft weapon. The totals are as follows: 

[Security deletion.] 

I would now like to draw your attention to the German buildup 
and contribution to NATO, and its relationship to the MAP. During 
calendar year 1957 extensive progress took place in the buildup of 
effective military forces in the Federal Republic of Germany. [Security 
deletion.] 

The buildup of German ground and air forces is now showing sub- 
stantial progress. During calendar 1958, many of the units already 
turned over to NATO will become fully operational. [Security dele- 
tion.] 

This buildup is being achieved through deliveries under past grant 
aid programs, supplemented by the substantial and increasing German 
purchases already mentioned. Only the cost of certain orientation 
training of German military personnel is now programed as grant aid 
[security deletion] in fiscal year 1959. 


SPAIN 


Outside the NATO area I wish to report rapid progress toward 
completion of the United States air and naval bases in Spain. The 
3 major airbases at Torrejon, Zaragoza, and Moron are 75 percent 
complete with the United States Strategic Air Command now per- 
forming missions at the first two, and commencing missions at Moron 
this month. A 485-mile pipeline is now providing petroleum, oil and 
lubricants for these bases. Construction at the Rota naval base has 
progressed satisfactorily, and the naval air station there is now opera- 
tional. All construction for United States air and naval forces is 
funded through service appropriations, and not the military assistance 
program. A considerable portion of local construction costs is paid, 
however, with counterpart pesetas generated by economic aid to 
Spain. 

[Security deletion.] 

YUGOSLAVIA 


Our grant military assistance program for Yugoslavia was termi- 
nated in December, and MAAG personnel will be withdrawn prior 
to the end of April. Any future United States military hardware for 
Yugoslavia will be provided on a strictly reimbursable basis. This ° 
would largely apply to spare parts for, and maintenance of, the United 
States equipment already in Yugoslavia. 

Mr. Chairman, in this presentation I have covered the military aid 
program for the European area, both NATO and non-NATO. Ihave 
attempted to show that our military assistance is a worthwhile invest- 
ment, since it is consistent with our United States policy that the 
defense of Western Europe is inherent in the defense of the United 
States. 

Acting Chairman Morean. Thank you, General Guthrie. 

The next witness is Stuart H. Van Dyke, Regional Director for 
African and European Operations, International Cooperation Admin- 
istration. 

Mr. Van Dyke. 
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STATEMENT OF STUART H. VAN DYKE, REGIONAL DIRECTOR FOR 
AFRICAN AND EUROPEAN OPERATIONS, INTERNATIONAL CO- 
OPERATION ADMINISTRATION 


EUROPE’S ECONOMIC SITUATION 


Mr. Van Dyke. Since my appearance before this committee last 
year, the generally favorable trends that have characterized the 
western European economy since the Marshall plan was initiated have 
continued. This gratifying record explains the continued absence of 
economic assistance programs for the former Marshall plan countries 
in this region, with certain limited exceptions where current programs 
derive from special mutual security interests. 

Gross output of the western European countries in 1957 was about 
60 percent greater than both prewar and 1948, after taking account 
of price changes. The total volume of imports from the rest of the 
world was about 36 percent above prewar and about 57 percent above 
1948. The corresponding increases in intra-European trade were 110 
and 202 percent, reflecting a major and continuing reduction in barriers 
to intra-European trade and payments. The interrelated advances in 
Europe’s trade, productivity and output have permitted per capita 
consumption to rise by about 26 percent compared to prewar, or about 
35 percent since 1948. 

Specifically in 1957, overall western European output rose about 
4 percent in real terms. The sustained European demand for United 
States goods incidentally helped to retard the slowdown in United 
States economic activity. Europe’s imports from the United States 
increased by about a half billion dollars more than exports to the 
United States. Thus there is a continuing problem of imbalances in 
western Europe’s trade and payments. France’s continued inflation 
and loss of foreign exchange reserves was the major trouble spot in the 
western European economy in 1957, while the previous British diffi- 
culties in this regard appeared to have lessened. For the West as a 
whole, a continuing problem is presented by the rapid rate of industrial 
growth in the Soviet Union, which necessitates continued intensive 
efforts to increase western rates of economic growth. 

The expanded postwar growth rate maintained by the European 
economy follows a long period of successful cooperation among the 
countries of the Organization for European Economic Cooperation 
(OEEC) and the United States on economic questions. This economic 
expansion has helped make possible further advances toward Euro- 
pean integration, including establishment of the European Economic 
Community and EURATOM. It has also provided the basis for 
successful cooperation in collective defense efforts. The NATO coun- 
tries’ defense expenditures have grown from $6.3 million in 1950 to a 
peak of $13.1 million in 1957. Nevertheless, the burgeoning costs of 
modern defense systems, plus pressing investment and other require- 
ments to meet the needs of growing populations and of widespréad 
aspirations for better living standards, have made it difficult for Euro- 
pean governments to fully equip the forces they are contributing to 
the common defense of the NATO area. Some military assistance 
for European forces has continued to be essential, as Mr. Jandrey and 
General Guthrie have explained. Finally, it is significant that Eu- 
rope’s economic improvement has contributed to an increasing inter- 
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est among the industrially advanced countries of Western Europe in 
assisting the growth of the newly developing areas of the world. 


RELATIONS WITH NEWLY DEVELOPING COUNTRIES 


This growing interest in advancing the economic growth of less- 
developed countries is one of the most significant developments of the 
past year on the European scene, from the point of view of the United 
States interests underlying our economic assistance programs. The 
United States stands to benefit materially to the extent that other 
friendly countries bear an increasing share of the burden of supplying 
the large and growing needs of the newly developing countries for 
capital and know-how, as is recognized in section 2 (b) of the Mutual 
Security Act of 1957. ‘ 

It is estimated that, during the period 1954 through 1956, the 
OEEC member governments provided an average of $1.1 billion of 
capital per year to less developed countries of the free world, of which 
about $90 million annually was provided through United Nations 
agencies. These capital contributions were about half grants and 
half loans and investments. In addition, in the same period, there is 
estimated to have been a parallel net flow of private capital of about 
a half billion dollars per year. This European capital was supple- 
mented by a large flow of European technicians to the less developed 
countries, and of nationals of these countries to Europe for training. 

In 1957, there were a number of additional developments. The 
Treaty of Rome, which entered into force on January 1, 1958, provides 
for a development fund of $581 million for an initial 5-year period for 
the overseas territories of the member nations of the European Eco- 
nomic Community (France, Germany, Italy, the Netherlands, Bel- 
gium, Luxembourg are the members). _The Commission for Technical 
Cooperation in Africa South of the Sahara (CCTA) has just estab- 
lished a Foundation for Mutual Assistance in Africa that will be a 
vehicle for increased technical assistance to the participating African 
countries. Its initial membership includes the United Kingdom, 
France, Belgium, Portugal, Union of South Africa, Federation of 
Rhodesia and Nyasaland, Liberia, and Ghana. Germany and Swit- 
zerland have made sizable loans to the IBRD, which in turn relends 
the funds to less developed countries. The European Productivity 
Agency is cooperating with the United States in arranging training 
in Europe for participants from less developed countries who are 
partially financed by the United States. ICA is currently exploring 
with EPA the possibilities for expanding its role in arranging such 
participant training, as well as the use of European technicians in 
third countries. 

In addition to these multilateral developments, there has been some 
increase in European interest in bilateral economic assistance to 
countries that are not dependent territories. For example, Germany 
is participating on a fairly large scale in financial assistance to India. 
Several European Governments without colonial territories are build- 
ing up:a variety of small bilateral technical assistance programs in a 
number of countries of Asia and Africa. The United Kingdom is of 
course an active participant in the Colombo plan arrangements. 
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ACCOMPLISHMENTS 


Before summarizing our fiscal year 1959 program proposals, I 
would like to give you some examples of the accomplishments already 
made in the few remaining economic programs in the European region. 
Our largest program has Riek in Spain. 

Spain 

The Spanish program stems from a series of agreements concluded 
in 1953, which provided for the construction and operation of a major 
complex of joint United States-Spanish air and naval bases, and for 
some military and economic assistance. The economic assistance 
program was undertaken to strengthen Spain’s capacity to discharge 
the common defense undertakings, and at the same time to improve 
the economic basis for increased cooperation between Spain and our 
western European allies. 

United States economic assistance over the 5 fiscal years 1954— 
1958—not including Export-Import Bank loans—financed close to 
$600 million of commodities and services for the Spanish economy. 
About $340 million of this total was provided under mutual security 
programs, and the rest under Public Law 480. About $400 million of 
the $600 million total was in the form of surplus agricultural commodi- 
ties, the balance in supplies of industrial raw materials and capital 
equipment. The program has been rounded out by technical assist- 
ance activities designed to raise the productivity of Spanish industry 
and agriculture. 

The economic impact of this Spanish-American cooperation has 
been striking. Spanish gross national product, which had increased 
by about 2 percent per year between 1940 and 1950, increased by about 
5 to 6 percent per year between 1950 and 1957. These estimates 
exclude changes in the value of output due to price movements. 
Before 1953, Spain had experienced not only rationing, but acute 
shortage of food and clothing. Spaniards are now eating more and 
better food. Between 1950 and 1956 per capita meat consumption 
rose from 22 pounds to 33 pounds and per capita sugar consumption 
doubled, from 11 to 22 pounds. Spaniards today consume 14 percent 
more sugar, 20 percent more meat and 25 percent more vegetable oils 
than they did in 1956. They are also better clothed. Since 1956 
cotton consumption rose by 25 percent. Much of the additional food 
and cotton came from the United States. 

Spanish industry is showing a new spirit of enterprise. Between 
1953 and 1957, industrial production rose 40 percent. United States 
programs have contributed to this Spanish industrial revival im a 
number of ways. Our large-scale financing of imports has absorbed 
enough of the balance-of-payments impacts of the industrial expansion 
to make it possible. We have provided $8 million worth of steel 
equipment to support a 50 percent rise in that industry’s output from 
1953 to 1957. In the cement industry, some $3.4 million of United 
States financed equipment is estimated to account for 30 percent 
of a 1.2-million-ton production increase. About $50 million worth of 
United States financed raw materials—scrap, coal, copper, aluminum— 
has helped to keep the new industrial capacity in production, thus 
assisting in containing inflation. 
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The industrial production increases could not have occurred without 
an expansion of electric generating capacity, which doubled in the last 
6 years. ICA-financed power equipment imports account for 8 percent 
of Spain’s new thermal power capacity, and its program of improving 
transmission systems through peoivitiiie such equipment as circuit 
breakers, high-capacity transformers, switchgear, and so forth, has 
been an important factor in reducing power losses due to power 
transmission from 25 percent to about 18 percent. Thus $35 million 
of ICA assistance in the electric power sector has been an important 
factor in permitting a 50-percent increase in power consumption 
between 1953 and 1957. 

While ICA’s efforts to date in the transportation field have largely 
concentrated on the improvement of strategic communications for the 
military bases, they have also provided important support for the 
expansion of the civilian economy. A total of 190 miles of first 
priority access roads to the bases have been widened and leveled, 
using some $8 million of United States generated local currencies for 
local costs and $4.5 million of ICA financed highway construction 
equipment. This equipment is now being used in Spain’s overall 
highway improvement program. Primary attention in the transpor- 
tation field has been given to improvement of the railroads, for which 
ICA has supplied about $30 million of equipment and has agreed to 
allocation of $27.5 million in counterpart funds. ICA assistance has 
covered a wide variety of equipment and supplies, including diesel 
locomotives, railway ties, quarrying equipment, freight-car com- 
ponents and central traffic control equipment. With 60 percent of 
the equipment ordered now delivered and in use, 440 miles of track 
have been renewed and improved and central traffic control estab- 
lished for 222 miles. Between 1954 and 1957, the railways’ carrying 
capacity rose by 9 percent from 27.5 million tons to 30 million tons, 
the number of passengers from 9 million to 10 million. 

United States economic assistance has also played an important 
part in Spain’s agricultural programs, which are just beginning to bear 
fruit. Before 1956, Spain had no agricultural extension service. The 
United States recommended that one be established and trained its 
principal officers. Today the service has 95 trained agents and 44 
field offices in 28 of Spain’s 47 provinces, and is expanding rapidly on 
the basis of training courses established with ICA assistance. 
regular service of technical bulletins and monthly information bulletins 
is now in operation. 

ICA has financed $26.6 million of agricultural equipment and has 
agreed to the allocation of large sums of United States generated local 
currencies to support various portions of the agricultural improve- 
ment programs being carried out by the Spanish Government. These 
include, for example: a large program of hydraulic works for irriga- 
tion, that is 21 percent complete; irrigation projects in which 27,000 
acres have been leveled and 70,000 acres irrigated, representing 68 
percent completion; soil conservation work in which 17,000 acres 
have been terraced and 24,000 acres readied for terracing; and a 
project for consolidation of fragmented holdings into viable farms, on 
which roadbuilding and other physical improvements have been com- 
pleted, for 155,000 acres, and new titles have been granted for 12,000 
acres. 
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Of considerable long-term importance to Spain is ICA’s technical 
cooperation program under which more than 1,000 Spanish managers, 
technicians, and agricultural specialists have studied in the United 
States and close to 100 United States consultants have served for 
short periods in Spain. United States-trained technicians hold 
important posts in Spain’s agricultural services. and forestry services. 
They have fostered new concepts of increased productivity and out- 
put and a number of innovations, such as the first mixed feed plant 
in Spain. One heads Spain’s first up-to-date dairy located in a metro- 
politan area. On the industrial side, Spanish technicians from vir- 
tually every industry have visited the United States. A release of 
about $200,000 in local currencies has helped to create Spain’s first 
schoo] of business administration, whose instructors, trained in the 
United States and assisted from time to time by ICA-financed United 
States instructors, last year graduated their first class of 46 trainees 
taken from the middle management Jevel of Spanish industry. While 
it is too early to judge, this pioneer effort shows promise of breathing a 
new dynamism into Spanish business. 

In sum, our programs in Spain have been a major factor in strength- 
ening the Spanish economy and improving living standards since 1953, 
and they have thereby helped create a climate that has permitted the 
successful completion of the bulk of the base construction program, 
and the beginning of operation of the joint bases. By generating $145 
million worth of pesetas through fiscal year 1958 for base construction 
expenditures, they have materially reduced the cost of the bases to the 
United States. Upward of 7,000 United States servicemen and their 
dependents have thus far been moved into Spain to service the bases, 
without serious incident and under amicable conditions. A valuable 
United States-Spanish political and military working relationship has 
been established, and Spain has drawn closer to other countries of 
Western Europe. Spain’s relationship with the OEEC is a case in 
point. Throughout its formative period, the OEEC had no contacts 
with Spain. In late 1953, the first contacts were established. This 
was followed by formal observer status for Spain in 1955. Finally, on 
January 10 of this year, Spain became closely associated as an affiliated 
member with many phases of OEEC activity, thus continuing the 
trend of gradually increasing economic relations with the other 
western European countries. 


Yugoslavia 


To appreciate the effect of past economic assistance to Yugoslavia, 
it is necessary to recall the situation when this assistance began in 
fiscal year 1951. After its break with the Soviet Union in 1948 in an 
attempt to establish its national independence, Yugoslavia found itself 
in desperate economic straits. Before the break, it depended on the 
Soviet bloc for about half of its imports, including key raw materials to 
keep its industry going such as coal and coke, base metals and petro- 
leum products, and manufactured items such as machinery, electric 
and nonelectric, textiles and textile manufactures. These supplies, 
as well as export markets for Yugoslav products, were summarily cut 
off by the Soviets in an attempt to bring economic chaos and thereby 
force the Yugoslav regime to its knees, enabling Russia to reassert its 
domination over Yugoslav domestic and foreign policy. 
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MEBy 1950, Yugoslavia was receiving none of her imports from the 
Soviet bloc, and with a chronic foreign currency shortage, and balance 
of payments difficulties vis-a-vis the West, the country faced bank- 
ruptcy in its attempts to finance its huge import requirements. Pro- 
duction had stagnated, as indicated, for example, by the 20 percent 
drop in gross national product in 1 year, between 1949 and 1950. 

Confronted with the choice of assisting Yugoslavia in establishing 
its independence, or of allowing the first are independent move of 
an eastern European country to be summarily crushed by the Soviet 
Union, the United States decided to provide sufficient economic and 
military assistance to permit Yugoslavia to maintain its policy of na- 
tional independence. From fiscal year 1951 to fiscal year 1957, the 
United States has extended approximately $400 million of commodity 
aid and technical assistance under mutual security programs, and has 
financed approximately $250 million of Public Law 480, title I and 
title II, surplus agricultural commodities. This comes to roughly $650 
million, or about $93 million per year. 

This assistance has provided vital foodstuffs, raw materials and 
equipment to keep the Yugoslav economy from floundering. To- 
gether with substantial assistance from our Western Allies and from 
international agencies, it has plugged the Yugoslav’s balance of pay- 
ments deficit, and has thereby bought time to enable Yugoslavia to 
reorient and revive its production and trade, so as to prevent undue 
economic dependence on the Soviet bloc in the future. Yugoslav 
gross national product has more than doubled between 1950 and 1957; 
exports and imports have expanded almost three times during the 
same period. The fact that Yugoslavia’s gross national product and 
standard of living have increased since the break with Russia, both 
absolutely and in relation to other eastern European nations, has 
served to demonstrate the advantages of independence from Soviet 
control and of closer economic relations with the West. The example 
of Yugoslavia is widely acknowledged to have been a major factor 
contributing to [security deletion] increasing tendencies toward na- 
tional independence in {security deletion] eastern Europe. 

Even though the Government of Yugoslavia has continued to be 
Communist, major shifts in economic policy occurred during the 
period of United States aid leading to the decollectivization of farms, 
termination of forced deliveries, decentralization of economic activity, 
and increasing dependence upon indirect fiscal and monetary controls. 
Measures are now in progress to eliminate discriminatory multiple 
exchange rates and substitute a single exchange rate with western 
tariffs. Economic and political ties with Western Europe par- 
ticularly have been strengthened by Yugoslavia’s observer status in 
OEEC, by full participation in European Productivity Agency 
projects, and by arrangements enabling Yugoslavia to convert a 
portion of its export earnings in EPU countries to the currency of 
any other EPU country. 

United States economic aid programs, especially technical assist- 
ance, have introduced western ideas and techniques, through training 
exchanges of increasing numbers of important officials and policy- 
makers with Western Europe and the United States. Technical 
assistance programs through fiscal year 1957 have financed training 
visits for 845 Yugoslavs in the United States, Western Germany, 
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Denmark, Austria, and other western European countries, and have 
financed 28 United States technicians to werk in Yugoslavia, 

An example of the way in which ideas and outlook can be shared 
through technical assistance and related programs is provided by 
our newly established Technical Inquiry Service, through which the 
mVSnAgPrIAY of Yugoslav industry, many of whom are people of 
considerable influence, are able to learn about United States industrial 
and technical ideas and methods. These Technical Inquiry Service 
activities provide a weekly distribution of translated technical texts, 
while other information is distributed regularly and upon request 
through such mediums as technical books, films and personal contacts 
between mission personnel and Yugoslav industrialists. In many 
instances, the industrial leaders are political appointees, without 
background in industry or management, who nevertheless must make 
basic operating decisions daily. Many of them have come to look to 
the United States Technical Inquiry Service to a surprising degree. 
Two years ago the service did not exist; 1 year ago under 1,000 
industrialists were being serviced; while at present the service is 
being provided to over 1,600, and it continues to increase. The 
program is relatively inexpensive, and it is comparatively easy to 
implement abroad. 

uring the period of United States economic assistance, the 
Yugoslav Government has gradually paid more attention to the needs 
of agriculture, and to the value of independent farmers. Some of 
our technical assistance has helped in this sector. For example, 
the work of one expert, a hybrid corn extension specialist, brought 
substantially increased yields of corn, Yugoslavia’s principal agri- 
cultural crop. Increases of 15 to 30 percent are materializing from 
this program. In 1956, a total of 8,000 tons of hybrid corn seed were 
produced, and in some districts hybrid corn seed is the only type now 
being planted. Provision of eight hybrid corn seed drying and pro- 
cessing units resulted in considerable improvement in seed production. 
This was the first corn drying equipment installed in the country. 
Prior to this, corn seed had to be stored under conditions causing a 
high moisture content and a high rate of loss resulted. United 
States assistance to Yugoslavia in the development of hybrid seed 
corn was met with great enthusiasm by the Yugoslavs, who promptly 
founded the Hybrid Seed Corn Association of Yugoslavia. 

Breaking down the language barrier is basic to achievement of the 
objective of increased Yugoslav ties with the West. Working under 
an ICA contract, Georgetown Institute of Language and Linguistics 
has helped to create two schools to teach the English language in the 
Universities of Belgrade and Zagreb, which were an immediate suc- 
cess. Since the establishment of these two centers, popular demand 
has obliged the Yugoslav Government to set up three other self- 
financed centers in other cities. English may soon become the second 
language in Yugoslavia. 

fithout outside economic assistance from the West after severing 
its political and economic ties with the Soviet Union, Yugoslavia 
would soon have suffered overwhelming internal economic distress, 
and would have had little recourse but to resubmit to Soviet economic, 
political and military control. Not only would the Soviet political 
bloc have been restored in Eastern Europe in greater strength than 
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before, but Soviet military forces would have obtained unimpeded 
access to the shores of the Adriatic and occupied the vital Ljubljana 
Gap passage from Western Europe to the north Italian plain. In- 
stead, these unhappy developments have been averted, and Yugo- 
slavia has the economic capability of following an independent policy. 
Mr. Jandrey has pointed out that Yugoslavia has, in fact, maintained 
and exercised its political independence, despite repeated Soviet efforts 
to undermine it, and has noted the influence of this example elsewhere 
in Eastern Europe. 


Berlin 


United States aid has played a vital role not only in the rapid 
reconstruction of West Berlin, but also in maintaining its welfare in its 
isolated position in the Soviet Zone. 

Since the end of the blockade in 1949, United States programs have 
provided West Berlin with approximately $545 million of assistance, 
during which period industrial production rose about 3% times, from 
32 percent of prewar in 1950 to 112 percent of prewar in 1957. During 
the same period, the number of unemployed in West Berlin dropped 
from 300,000 to 100,000, despite a large continuing influx of refugees, 
and over 100,000 housing units were built. Gross national output 
rose from $900 million in 1950 to $2,150 million in 1957 in current 
market prices. Imports of goods and services last year were 3 times, 
and exports almost 4 times as high as in 1950. A million tourists 
visited West Berlin last summer, almost half of them from areas 
outside West Germany. This number is exclusive of hundreds of 
thousands of visitors from East Berlin and East Germany. The 
sense of community with the West that this tourism imparts to this 
isolated city and its East Zone visitors has been further strengthened 
by bringing approximately 300 Berliners to the United States and 48 
American experts to Berlin on technical exchange projects over the 
fiscal years 1953 to 1957. 

United States financing has played a role in most sectors of the 
West Berlin economy. Although the amount of new dollar financing 
has decreased sharply in recent years, the awareness of United States 
interest and the economic recovery of the city have together imparted 
a very high morale to its citizens, and have contributed to their 
strong pro-Western attitude. 


OTHER PROGRAMS 


United States sponsored productivity programs in Europe have 
probably done more to promote American interests, per dollar spent, 
than any other type of aid expenditures. The unprecedented postwar 
increase in European output—averaging about 6% percent per year 
since 1948—is in large measure due to the United States influence on 
European productivity. This influence has taken many forms, 
within and outside of aid programs, but direct United States support 
through our aid programs for institutions, laws, and practices promot- 
ing productivity has played an important role. 

After a period of bilateral productivity programs, the United States 
encouraged and provided a portion of the initial capital for a regional 
organization to promote productivity in Europe—the European 
Productivity Agency (EPA), which is a subsidiary organization within 
the OEEC. The United States is still contributing to this program. 
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After its initial dollar capital contribution of $2.5 million in 1953 to 
help get the Agency organized, the United States provided $7.3 
million for EPA programs from fiscal year 1954 through fiscal year 
1958, and the OEEC countries have provided about $15.8 million, the 
United States share having been progressively reduced from 41 per- 
cent in 1954 to 20 percent in 1958. 

An example of the type of productivity inducing effort engaged in 
by the EPA is its program for elimination of restrictive Tatil \ 
practices, which has steadily intensified over the past 3 years with 
continual United States encouragement. The latter United States 
effort is a continuation of the strong United States support and en- 
couragement, since the beginning of the Marshall plan, for European 
efforts to reduce restrictive practices. This effort on our part has 
helped bring about a number of fundamental changes on the European 
scene. In 1953 France prohibited retail price fixing without permis- 
sion of the Ministry of Economic Affairs. The United Kingdom has 
recently established a court to judge restrictive agreements registered 
under its new Restrictive Practices Act. The Federal Republic of 
Germany has recently passed a cartel act to replace the law imposed 
by the Allied High Commission. The Italian Legislature will soon 
consider a bill prohibiting contracts, agreements, and associations 
restricting competition. The common market agreement, which be- 
came effective January 1, 1958, extends the principles of more com- 
petitive practices to activities jointly affecting the six member nations. 
It prohibits all agreements, mergers, or concerted practices 
likely to affect trade between member states and having as their object or result 
the prevention, restriction, or distortion of the free play of competition. 

These developments have been matched by unprecedented changes 
in retailing, especially in the rapid growth of supermarkets and chain- 
stores. The United Kingdom now has over 3,000 self-service food 
stores; a chain of supermarkets financed with private capital is being 
established in Rome. Chains and mail-order business are expanding 
in Germany. French retailers are being forced to compete with a 
growing number of discount houses. 

Everywhere salesmanship is becoming more aggressive and sig- 
nificant advances are being made in market research, management 
training, and human relations. More than 50 management consult- 
ing firms are now operating in France, and postgraduate courses in 
management have been established at the universities of Nancy and 
Lille. In Italy, Olivetti, Fiat, Montecatini, and other large industrial 
concerns have cooperated with each other to establish advanced 
management schools on the American model, some of whose faculty 
have been initially financed from the United States contribution to 
the EPA. 

These developments illustrate the rapid changes in European econ- 
omic practices that United States-supported programs have helped 
bring about. The OEEC productivity program is the second element 
in a two- pronged attack on low productivity, the other element being 
the OEKEC program to reduce international trade and payments 
restrictions that protect and sustain unproductive economic activity. 
As a result of these two United States-backed programs, productivity 
has become a byword in European business circles for the first time. 
There has been a mushrooming of national and regional productivity 
agencies, councils and other institutions throughout Europe, and 
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business men and farmers have become increasingly aware of the need 
to seek out the latest productive methods and to strive for increased 
efficiency. In France, for example, the Government has established 
a regular government department to work solely on increasing French 
productivity—a revolutionary innovation. This department, the 
General Commissariat for Productivity, has established with United 
States aid a very influential productivity center in Paris, which directs 
a large number of regional and professional productivity committees 
throughout France. The work of these organizations has permeated 
all aspects of the French economy, including production, distribution 
and management, and has greatly contributed to the remarkable 
growth of production and productivity in France during the last 5 
years. 

The productivity revival has brought Western Europe from a com- 
paratively stagnant economy of relatively uncompetitive, low output- 
high cost enterprises, to a dynamic economy that is expanding at a 
rapid rate. This strengthening of the European economic base is 
a major factor in the security position not only of Europe, but also 
of the United States and whole free world. In the face of Russia’s 
own great economic expansion and her economic and political challenge 
to the West, it is in the United States interest to continue our support 
for European productivity programs in order to further accelerate 
economic growth on this side of the Iron Curtain. 

The principal remaining items in the bilateral technical exchange 
programs are two special programs to assist in training free-trade 
union leaders in France and Italy to enable them to compete more 
effectively with Communist trade unionists for leadership of the 
labor force in those countries. 

Italy has the largest Communist Party in Western Europe. In the 
last national elections in 1953 it received 22.6 percent of the popular 
vote, and with its fellow traveling Italian Socialist Party it received 
35.3 percent. Well organized and well financed, it has wielded con- 
siderable power on the Italian scene, reinforced by its control over 
the General Confederation of Italian Labor (CGIL), Italy’s majority 
trade union. In 1952 the CGIL had 4.5 to 5 million members as 
— to the nascent free trade union membership of 1.1 million. 

he new free trade unions were hard pressed to defend themselves 
against the more efficiently managed CGIL, whose leadership had 
longer experience and strong traditional ties to the labor movement. 

In the years since 1952, and particularly since 1955, the CGIL has 
been losing membership and the free unions have been gaining. <A 
contributing factor in the decline of the CGIL has been United States 
technical assistance in the labor field. In 1956, ICA began a new 
technical exchange program in Italy to continue the work of training 
free trade-union Sabeaiie begun under technical assistance programs 
in prior years, but in a more concerted and integrated manner, deal- 
ing directly with the free unions at the program planning stage. 
Under the new program, which has cost the United States approxi- 


mately $200,000 per year in its 3 years of operation from fiscal years 
1956 through 1958, provision has been made for the training of nearly 
250 persons in short-term programs of trade-union management train- 
ing, labor-management relations, collective bargaining, trade-union 
education, and other fields. Nearly 50 trade-unionists will have been 








MUTUAL SECURITY ACT OF 1958 783 


given longer periods of study at United States universities in special 
courses designed to provide more intensive training. 

This program has contributed to a relative increase in membership 
and influence of the two free unions. Their membership increased 
strikingly from only a sixth of total union membership in 1952 to 
about two-fifths in 1957, while their representatives won 55 percent 
of the shop stewards positions in Italian industry in elections held in 
1957, compared to only 20 percent in 1952. 

The technical exchange labor program in France has been going on 
for several years... It has assisted in the training of hundreds of free 
trade union leaders in the various French syndicates and has thereby 
strengthened the free trade-union movement. While control of the 
major labor union in France remains in the hands of the Communists, 
in 1957 its membership has fallen below the combined strength of the 
free trade unions for the first time since the end of World War II. 
The latter’s combined membership is estimated at 1.2 million as 
against 1 million in the Communist union. 

Our technical exchange program has also been helping the Austrian 
Government deal with the problem of rehabilitating the eastern 
portion of the country, which was freed from Russian control by the 
state treaty of October 1955. Nearly one-third of Austria’s border 
faces on the Iron Curtain and the view presented to the East was of a 
depressed area, its industry left in a state of relative disrepair, and 
which before the end of the occupation had received a disproportionately 
small share of the technical aid provided to Austria by the United 
States. To help renew this area’s contacts with the West, to further 
the United States objective of holding Austria firmly oriented toward 
the West, and to help to provide a display of western success to the 
peoples behind the Iron Curtain, the technical exchange program 
in Austria has, in recent years, directed its efforts primarily to eastern 
Austria. Although the program has not been under way long and is 
relatively modest, it has had a significant impact in the former East 
Zone. 

For example, as a result of the interest aroused by 2 groups of 
Austrians who visited the United States 2 years ago under the tech- 
nical exchange program to observe and study the regional or com- 
munity approach to economic development, and of encouragement 
by the ICA mission productivity staff, an economic development 
council was established about a year ago in the Burgenland, the most 
economically backward of the former Soviet-occupied Austrian prov- 
inces. The formation of this council, in which the provincial chambers 
of commerce, labor and agriculture are participating, represents an 
almost unique cooperative effort on the part of these three groups. 
The council is receiving valuable assistance from an American expert 
in industrial development, financed under the technical exchange 

rogram. Already the council has been instrumental in the estab- 
a of a number of new, if presently small, industries in the 
province; and has made a less tangible, but perhaps in the long rua 
more important contribution in focusing all elements in the com- 
munity on the need and the possibilities of taking positive action to 
help solve their own economic difficulties. Several similar councils 
are in varying stages of formation with ICA encouragement in other 
parts of the former Soviet zone. 
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PROPOSED FISCAL YEAR 1959 PROGRAMS 


The economic programs proposed for Europe for fiscal year 1959 
are, as in recent years, directed at a few special situations related to 
United States strategic interests. The proposed total of $74.3 million 
for fiscal year 1959 is approximately the same as the estimated fiscal 
vear 1958 level, but substantially below the $108.7 million programed 
in fiscal year 1957. The fiscal year 1959 total consists of $45.0 
million defense support, $26.4 million special assistance, and $2.9 
million technical cooperation. These totals are broken down by 
country and type of assistance on page 9 of your European presenta- 
tion book. This program does not cover certain contingencies that 
may develop in the area of fiscal year 1959. These are discussed in 
the justification for the contingency fund in the worldwide summary 
book. 

As in prior years, the Spanish program takes the bulk of the funds 
proposed for Europe. The purpose of this program continues to be to 
strengthen Spain’s capacity for cooperation with the United States in 
the construction and use of military bases, and for maintaining its 
own defense effort. This in turn requires further strengthening of the 
Spanish economy and closer Spanish participation in the economic life 
of Western Europe. The principal current problem in this regard is the 
serious inflationary pressure that Spain is experiencing. This pressure 
is, in part, a result of the rapid economic expansion of recent years. 
In part, it is also a result of the understandable desire of the Spanish 
people, who have been deprived of many of the essentials of life, to 
improve their living standards. These factors have driven prices up 
and depressed the already low level of Spain’s foreign exchange 
reserves. Wholesale prices in 1957 alone rose 17 percent, and the 
gold and short-term dollar reserves declined by about $40 million. 

The proposed fiscal year 1959 defense support program and a 
Public Law 480 program will continue to complement each other in 
bringing essential commodity imports into Spain, largely surplus 
agricultural commodities, and also in generating local currency pro- 
ceeds for Spanish economic development uses and for United States 
uses. It is estimated that these two programs, together with antici- 
pated foreign exchange receipts, will assist the Spanish Government to 
sustain the minimum level of imports consistent with an acceptable 
rate of investment and economic growth in Spain, and will support its 
efforts to stabilize the economy. The $1.1 million technical coopera- 
tion program will continue prior year programs to assist Spanish 
industry and agriculture to catch up with more advanced western 
techniques. 

It is proposed to continue special assistance and a $1.8 million tech- 
nical cooperation program for Yugoslavia in fiscal year 1959. The two 
programs would be used together to expand a series of mutually 
advantageous contacts between Yugoslavs on the one hand, and Amer- 
icans and our European allies on the other. This would complement 
the effort, through Public Law 480 sales of surplus agricultural com- 
modities, to enable Yugoslavia to avoid undue Bepeiiediie on Soviet- 
controlled sources of supply. 

The amount of assistance requested for Berlin has been reduced 
from $11.2 million in fiscal year 1958 to $8.2 million in fiscal year 1959. 
This reduction reflects the remarkable and continuing recovery of the 
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Berlin economy, and the availability of repayments of old counterpart 
loans for local relending. Except for the small technical exchange 
portion of this program, the i ats will be used to finance surplus 
agricultural commodity sales to West Germany under section 402, 
and the local currency proceeds will be employed in specially selected 
Berlin programs, designed to extend the types of impacts that I 
described in discussing accomplishments to date. 

The proposed European technical exchange program encompasses a 
number of special- -purpose activities designed to advance United States 
security interests. The program includes a $1 million grant to the 
European Productivity Agency, a $1 million contribution to the 
OEEC’s scientific and engineering manpower program, and $1 million 
for selected projects in Austria, France, and Italy plus technical sup- 
port of the two regional programs. All of these programs support 
activities that tend to ace to the growth of European productivity 
and output, which is a vital factor in maintaining western security in 
the face of the Soviet challenge, as I have indicated in my earlier 
remarks. 

The proposed $1 million grant to EPA represents 17 percent of 
the estimated 1959 cost of the Agency’s highly successful program to 
infuse a new dynamism into the European economy. This is a sub- 
stantial reduction from the proportionate United States share in 
prior years, reflecting increasing European support for EPA itself in 
addition to the multiplication of other publicly and privately financed 
productivity activities in Europe. 

The second proposed grant to OEEC would support a multilateral 
program to expand and improve the training of scientific and engineer- 
ing manpower in the North Atlantic Community, bringing direct and 
indirect security benefits to the United States. After successful pre- 
paratory discussions and negotiations, this program is expected to 
get underway during the first half of 1958 on the basis of matching 
contributions by the United States and the OKEC members. T he 
United States contribution in fiscal year 1959 would also be condi- 
tional on a matching OEEC contribution. The program contemplates 
a series of activities that would stimulate national efforts to reorient 
science education to meet rapidly changing military and civilian needs 
and to improve the quality and use of existing sc ientific and engineer- 
ing personnel. 

The third element in the proposed European technical exchange 
program includes a continuation of small programs to help train free 
trade union leaders in France and Italy so that they can compete 
more effectively with Communist elements for labor leadership. It 
also provides for a continuation of projects to assist the renovation of 
the former Soviet-controlled zone of Austria. 


CONCLUSION 


It is crucial to our interests that Europe remain strong and firmly 
allied to the United States. While this objective appears achievable 
without major economic assistance, the United States will need to 
maintain an active concern with Europe’s economic growth, in view 
of its overwhelming importance to the United States as a military 
ally, a customer, and a source of capital and technical skills for the 
newly developing areas of the world. 
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I invite the committee to look at page one of the blue-covered 
European presentation book, which lists the various programs in the 
area. I will be glad to answer any questions concerning these 
programs. 

Acting Chairman’Morean. Thank you, Mr. Van Dyke. 

General Guthrie, you say in your statement there will be no military 
aid to Yugoslavia? 

General Guturin. No grant military aid. That is correct. 

Acting Chairman Morean. When they purchase spare parts for 
the military equipment already given, do they purchase that in 
Yugoslavia currency ér American dollars? 

General Guturiz. So far as I know, it is in dollars. 

Mr. Van Dyxe. I assume they would pay in the currency of the 
country in which they bought the equipment. If they bought from 
the United States, it would normally be paid for in dollars. 

Acting Chairman Morean. That is all, thank you. 

Mr. Vorys? 

Mr. Vorys. I am referring to something we can speak of in public 
later. According to page 29 of the green booklet, the public booklet, 
Europe gets $206,565,000 in the military program. Is that right? 

Mr. Van Dyke. Yes, sir. 

Mr. Vorys. Of the undistributed $874,099,000, Europe gets most 
of it? 

Mr. Janprey. $185 million. That brings the total military aid 
program for Europe to about $392 million. 

Mr. Vorys. So Europe, which is the best off of any area in the 
program, economically and which has had this wonderful develop- 
ment Mr. Van Dyke outlined, is still vying for first place in military 
assistance. 

I confess that is most discouraging tome. There is $763 million or 
so that is undelivered out of past programs? 

General Gururis. That is right. 

Mr. Vorys. As I understand it, the military construction for Spain 
is not shown in this program at all. 

General Guturiz. Not the construction cost of United States 
bases, no, sir. 

Mr. Vorys. The IRBM item is not in this program, is that correct? 

General Gururie. It is partially shown. [Security deletion.] 

Mr. Vorys. Is that in the nonregional? 

(Security deletion.) 

Mr. Spracup. Mr. Chairman, may I respond? 

Mr. Vorys. We would be happy to have you. 


STATEMENT OF HON. MANSFIELD D. SPRAGUE, ASSISTANT 
SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Mr. Spracvue. Your first point relates to the large amount of money 
for military assistance for Europe both in the carryover and the 
proposed program. 

The reason the cost is high is that we are providing for European 
NATO forces very expensive missile weapons systems both in last 
year’s and the proposed programs. That is the first reason and the 
main reason the amount is large. 
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The second point you made relates to Spanish bases. The cost for 
these bases would not appear in the military-assistance program in 
any event since they involve construction of United States bases for 
our own military forces. Such costs appear in the budgets of the 
military departments. 

Mr. Vorys. All I mean is, when we add up what it is costing us to 
provide for the common defense, and that means for the defense of 
Europe as well as ourselves, that is an item that is not in here. 

Are sales shownfin the totals here or are they in addition to all of 
this? 

General GutTurRie. In most cases the sales are in addition. But 
where advanced, funding by MAP is involved, programs scheduled 
for sales are included in the book. They were indicated on the chart 
in some cases, sir. 

Mr. Vorys. I would like to have the sales, not in some cases, but 
for Europe. Not at this moment. 

(The information is as follows:) 


Military sales, NATO area 


[In thousands] 





ist half fiscal} Fiscal year | Fiscal year 
1956 





year 1958 1957 

I cs aaigay o'5 3.50904 op - bed a cneehdepeset<<cerhsibansbietend ws 903 2, 260 2, 700 
issn dibs tehbteih sieitredteed niris mind aaete tana 162 416 463 
tar anbe tones ce cadkp nt tas ne ec atenasansonennceeeraeee 1, 540 6, 050 6, 390 
Gpermnemnyé 260. Cais OR Gis ea Ghali eld 71, 500 286, 800 |...-......---- 
nkbecane nodedonne adphielereaslieseneeherteeer aanaenes 1, 860 1, 070 3, 940 
I ona enein sn beten had ingest 40 nee iiae hacen tipenatees 6, 680 1, 250 1, 520 
Norway . ...-.--.-- becncoctw destin agiine th tanedsne teaae een 134 3 115 
Portugal___........-- 46 256 80 
United Kingdom... -.-_-- 181 1 2, 490 11,000 
Luxembourg..-....---- cs hk ciate ate eeeaaaiEn sere 19 19 
CGE. pote fbb fk. omer Nodes saetvedenmncck enact aecenete 18 105 199 
DE So ithe idan ds ctuk=Sdilenddpebedawebsntee ex ke i eee BOM. di criciie dicen 
WOM Cr ci ssii i ee Ae ea eee 82, 000 300, 700 16, 400 





1 Estimated. 


Mr. Vorys. Now, throughout thisJyouJhave “Special materiel 
program” and you referred to it, General, in your statement. I still 
do not understand it. 

I do not understand why it should be set forth as something differ- 
ent from the rest of the program. 

General Gururiz. Well, there are several reasons, sir. The prin- 
cipal one is that the allocation of the missiles to the countries has not 
in all cases been definitely established with the country. That. is 
partly dependent upon sales programs. [Security deletion.] 

Other programs such as packing, crating, handling and transporta- 
tion, and spare parts, are programed on a worldwide basis for economy 
purposes and for ease in accounting. Those programs lumped to- 
gether are identified as ‘‘Special materiel programs.” 

Mr. Vorys. Is this “Special materiel’’ item shown in all the other 
regional programs? 

General Gururiz. Yes, sir. The Special Materiel Program which 
are programed worldwide and set forth in the nonregional presenta- 
tion book and a statistical distribution of their total is provided in 
each regional book. 
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Mr. Vorys. It is then an approximate allocation of amounts that 
cannot be determined with precision; is that it? 

General Gutrurin. That is correct. It is our best estimate at this 
time. 

fs a ‘ " . 

Mr. Vorys. When it comes to Europe I think we have a wonderful 
record of success but I think we should sometimes remember the 
axiom “If at first you do sueceed, don’t try again,’ and maybe it is 
about time to push them to do more for themselves. I have no 
further questions, Mr. Chairman. 

(The following additional information regarding Special Materiel 
Programs has been submitted for inclusion in the record :) 

The proposed fiscal year 1959 military assistance program includes $874 million 
programed on a worldwide basis. Some of these worldwide programs, when com- 
pleted will accrue to the benefit of certain countries. In order that the congres- 
sional committees, in studying the country programs, may have some knowledge 
of how much of these worldwide programs will accrue to the benefit of individual 
countries, a special estimate has been prepared of the anticipated amounts that 
will accrue to the benefit of individual countries for $583 million of these world- 
wide programs. For comparative purposes similar estimates have been made 
for the fiscal year 1957 and fiscal year 1958 programs. The programs are those 
identified as ‘Special materiel programs.’’ The estimates are presented in the 
following manner: 

In the military assistance section of the worldwide and each regional book there 
are tables which show, for each area, the value of country programs included, 
therein and the approximate country distribution of Special Materiel Programs 
included in the nonregional portion of the presentation. Special materiel pro- 
grams include Far East area; modernization, missiles and aircraft; spare parts; 
packing, crating, handling and transportation; repair and rehabilitation; and pro- 
grams under negotiation. The tables in the upper right hand corner of the mili- 
tary assistance country narrative pages provide similar data. 

The Special Materiel Programs are programed on a worldwide rather than on a 
country basis because the country distribution of such programs involves a con- 
siderable degree of estimation. ‘This is particularly true of the ‘‘modernization, 
missiles and aircraft program” component of the special material programs. 

Acting Chairman Morean. Mr. Burleson? 

Mr. Burteson. Thank you, Mr. Chairman. 

General Guthrie, on page 3 under (c) and on page 4 under (f) you 
mention that the council has decided to have a closer coordination of 
weapons in the NATO forces. Particularly on page 4 you refer to 
the production of advanced weapons. 

The council has decided and they recommend that * * *, 


As a matter of fact, is this not one of the most critical aspects of 
NATO, right at this time? 

General Gururte. I should say yes, that it is and it will also be 
reflected in the aid program in that we hope that Europe in time can 
produce these modern weapons for itself. 

Mr. Burueson. I think everyone must be aware of the fact that 
France is particularly jealous of the British and of their plan to go 
into nuclear weapons production. 

I would like for you to comment on the Military Committee, com- 
posed of France, West Germany, and Italy, in their discussion of plans 
to cooperate with one another for the building of certain nuclear 
weapons and other equipment. 

General Gutrurte. I believe it is safe to say, Mr. Burleson, that our 
hope is that, as I said before, that NATO production or production in 
Europe, will become a reality. 
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Now if the preliminaries are made between 2 or 3 or more countries 
and show progress, we hope that that can be incorporated under the 
NATO aegis and become a NATO project. There are, of course, 
certain jealousies not only among countries but among manufacturers 
in Europe who are competing in the same projects, and we don’t 
want to be caught in the middle. 

There is an American who is a member of the NATO International 
Staff. He is the Assistant Secretary for Production and Logistics and 
we have hopes that [security deletion] he can try to screen weapons 
production projects for NATO application—some are complicated 
things that perhaps only 2 or 3 countries are capable of producing. 
Other things can be spread more widely. 

Mr. Buruxson. I refer to this Military Committee between the 
Bonn Government, France, and Italy. Do we encourage that sort 
of thing or are we discouraging it unless under the NATO aegis? 

General Guturis. Yes, sir, we are encouraging them to carry out 
these things as a NATO operation, however, and not something off 
to the side which is not connected with NATO. 

Mr. Burueson. At the moment it is off to the side, is it not? 

General Guturiz. I should not say it is entirely that way. I do 
not know whether Mr. Sprague wants to comment on that. 

Mr. Burueson. Mr. Secretary, are we informed on the activities 
of that Military Production Committee? 

Mr. Spraaur. Yes, sir, we certainly are: although we do not know 
the terms of the agreement between them I talked with representatives 
of this trilateral group when I was in Paris at the NATO meeting in 
December. Mr. Wilson announced a year ago December to the NATO 
meeting that the United States would embark on a sample weapons 
program for European production. In the spring we in the military 
assistance program started to implement that program. It was 
enlarged upon at the NATO heads of government meeting in this last 
December. Prior to that time these 3 countries formed committees, in 
an effort to make it possible to manufacture these advanced weapons 
on a coordinated basis using the facilities that existed in the three 
countries. 

Now our effort has been to channel this multilateral effort, through 
NATO, because the United States does not want to get involved in 
dealing separately with groups of countries outside of the umbrella of 
NATO. I think, in talks that I have had with the French, Italians, 
and Germans most recently and with Defense Minister Strauss who 
has been here, that they agree with us that what they do must be done 
in coordination with NATO. 

They feel, and I think properly so, that this program of production 
in Europe of weapons will never get off the ground unless the countries 
themselves get together and coordinate it. Now the problem is this: 
The United States will make available to them through NATO 
weapon systems knowledge, data, technical information, engineerin 
and scientific help in the form of blueprints and people. They will 
then have to determine what weapons systems they think they would 
like to produce if they have the facilities to do it—and they do in most 
instances. The next problem and the important one is going to be 
who is going to buy the weapons that they produce and it is going to 
be our effort to see to it that they buy them. 
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This program is designed in the long run to make it possible for 
them through their coordinated efforts to produce and purchase the 
weapons which t -wtil now, the United States has furnished them 
through the milita: y assistance program. 

That is the aim of the program. 

Mr. Burveson. That is the point, Mr. Secretary. 

I understand it would be our policy to encourage this sort of activity 
within the structure of NATO, but to discourage it outside. 

Mr. Spracus. Definitely, sir. 

Mr. Burueson. And in the plans they have, as you have described, 
and as I have generally understood—it would obviously save this 
country money under this program, in what our contributions in the 
future would be. 

Mr. SpraGcue. That is our hope. That is the purpose of the pro- 
gram. 

Mr. Burueson. Thank you, Mr. Chairman. 

Acting Chairman Morgan. Mr. Merrow? 

Mr. Merrow. Thank you, Mr. Chairman. 

Mr. Van Dyke, I listened with a great deal of interest to your 
discussion of Spain and Yugoslavia. 

In reference to Yugoslavia, we find on page 19 of the presentation 
book that the Soviet Union has made commitments for economic aid 
to. the amount of about $465 million. 

As I recall, you said in your statement we had put in something 
like $600 million over the years. I have two questions in reference 
to that: Do you think with this large economic aid from the Soviet 
Union, that Yugoslavia would still maintain its desire to be inde- 
pendent and secondly, she will be able to with the Soviet objective 
of political control? 

Mr. Van Dyke. Mr. Congressman, the course of the aid negotia- 
tions between the Soviet Union and Yugoslavia has not been entirely 
smooth. Although the Soviet Union and the satellite countries have 
made offers and general commitments of some $464 million worth of 
assistance, there have been negotiating problems constantly arising. 
The effective drawdown against this total to date has been in the 
neighborhood of $50 million. There are still problems arising as to 
scheduling these credits, and new discussions coming up. 

Certainly, if the Soviet Union and the satellite countries put this 
kind of assistance into Yugoslavia, on a no-strings basis, they will sub- 
stantially increase Yugoslavia’s economic capacity. It will also in- 
crease Yugoslavia’s capacity to be independent of the Soviet Union. 
] am not sure it necessarily follows from the increased Soviet aid that 
they will be dependent upon the Soviet Union. The projects in- 
volved embrace such things as an aluminum combine, additional coal- 
mining facilities, additional fertilizer plants, and so on; things which 
will add to Y ugoslavia’s economic strength. 

From our standpoint, it is desirable that they be strong economi- 
cally and therefore be in a position to be independent of the Soviet 
Union. 

Mr. Merrow. And you do not think we are going to lose the results 
that we have already obtained from our aid to Yugoslavia? 

Mr. Van Dyxn. As we have always told this committee quite 
frankly, the Yugoslavia program is a risk. We cannot predict how 
these things are going to come out, but the fact that the Yugoslavs 
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do reaffirm to us continually their desire to be independent and to 
avoid close identification with the Soviet bloc gives us some encourage- 
ment. 

Perhaps Mr. Jandrey would like to comment on this question as 
well. 

Mr. JANpReEyY. I have just one word to add and that is in connec- 
tion with Yugoslavia policy in general. Yugoslavia has always said 
that it will not accept loans of this kind, with political conditions 
attached and therefore what comes from Soviet Russia in the way of 
a loan, I think we can be reasonablyésure will not have any more 
political conditions than our own loans made to Yugoslavia. 

This is their pronouncement and this is their statement of their 
foreign policy and we have evidence, I think, that it is the policy 
they are following. 

Mr. Merrow. General, in reference to the NATO countries in 
Western Europe, our aid over the years has resulted in the construc- 
tion of a network of bases; has it not? 

General Guturte. Yes, sir. 

Mr. Merrow. A lot of the money has gone into the building of 
these bases. 

General Gururiz. Do you mean for our forces or for the NATO 
forces? 

Mr. Merrow. The NATO forces. 

General GutTuriz. We pay for our own bases. That may be rein- 
forced by domestic transactions as in the case of Spain where pesetas 
are obtained through economic aid and are devoted to that construc- 
tion. For NATO bases we participate in a NATO infrastructure 

rogram to which we contribute about 37 percent of the total when the 
ase has been approved by NATO as an organization. 

Mr. Merrow. Could you give us for the record the number of 
NATO bases that existed, let us say, when General Eisenhower went 
to Europe and the number that exist at the present time? 

General Gururis. I can obtain that information for you, sir. 

(The information is as follows:) 

In April 1951 when General Eisenhower’s command became operational there 
there were approximately 15 airfields available for use of NATO forces. The 
signals communications available were wholly inadequate for military require- 
ments; only conventional methods of fuel supply by rail and road were available 
to meet the enormous demands of jet aircraft; training facilities were practically 
nil ae facilities either nonexistent or so war damaged as to be practically 
unusabie. 

Today there are more than 150 airfields available for aircraft of all types; over 
5,500 miles of land lines; 1,250 miles of submarine cables and 1940 miles of radio 
links have been added to the existing civilian networks; over 3,000 miles of pipe- 
lines and storage facilities for 375 million gallons of fuel have been completed. 
In addition, projects for underground war headquarters for SHAPE and major 
commands are either nearing completion or underway and integrated training 
facilities for NATO air forces are in operation. The remaining programs are 
under intense study for conformation with the requirements generated by the 
introduction of missiles units into NATO forces. 

(Security deletion.) 

Mr. Merrow, If we had not had the NATO alliance and this 
relationship with these other countries thus building them up eco- 
nomically and militarily, it would have been very difficult; would it 
not? 

General Guturizr. Yes, sir. 











792 MUTUAL SECURITY ACT OF 1958 


Mr. Merrow. You could say, that as a result of the mutual security 
program, we are now in a position to negotiate the agreements about 
which I have been speaking and we would not have been able to do 
this if we had not had the program? 

General Gururin. Very definitely; yes, sir. 

Mr. Burueson (presiding). Mrs. Kelly, have you any questions 
possibly on Yugoslavia? 

Mrs. Keiiy. Thank you, Mr. Chairman, my attitude on Yugoslavia 
is well known. The other members of the committee are asking 
questions on Yugoslavia whicleare very enlightening. 

Mr. Burueson (presiding). Do you have other questions? 

Mrs. Keuiy. Mr. Secretary, from about page 4 to about 6 or 7, 
you discuss NATO generally, 1 quote ‘for its profound psychological 
influence.” 

I do not think we in this committee can depend on profound 
psychological influence. I am worried about the military capability 
of NATO. 

Now may | assume that General Norstad is going to discuss the 
forces and related issues when he appears before this committee? 

General GutHrie. Yes. 

Mr. Janprey. Yes. 

Mrs. Ketty. W hat | would like to discuss for a moment, is this 
$763 million conventional weapon undelivered materiel as far as 
France is concerned and Germany. 

Mr. Sprague, | think, mentioned that they were partly atomic- 
warhead weapons; is that right? You have ‘conventional’ up here. 
I want to know if they are considered conventional weapons. 

Mr. Spracur. Conventional weapons have no atomic warheads. 

Mrs. Ke_ity. What was your answer to Mr. Vorys, concerning $763 
million for conventional weapons? 

Mr. Spracue. Well, | was saying that the cost is high in relation 
to the rest of the world, and as Mr. Vorys has pointed out, was due 
to the increase in programing of modern weapons, which are very 
expensive. 

Mrs. Keuuy. Is that $763 million modern weapons? 

Mr. SpraGcue. The $763 million is made up of items in the pipeline, 
prior-year things in the pipeline yet to be delivered. 

Mrs. Kew ty. There is no modern weapons in that? 

Mr. Spracue. There is some aircraft. It is mostly vehicles, tanks, 
some ships, ammunition and that sort of thing. 

Mrs. Ketiy. | would like this answered, if possible. The French 
Army to date, I believe, has 50 percent in North Africa and the 
French Army represents the largest defense element in the defense 
strength of NATO. How can we evaluate the effectiveness of the 
French military force in NATO war plans? 

General Gururis. Mrs. Kelly, the French have at the moment 
about 400,000 men in North Africa, the bulk of whom are in Algeria. 
I believe that when Secretary Dulles testified, he mentioned that 

Algeria is considered as a part of metropolitan France and also part of 
the NATO area, so technically speaking, the troops which are in 
Algeria, are not out of the NATO area. 

Mrs. Ketiy. I want to know what forces are included in the 
NATO shield. I do not want to discuss Algeria, at the moment. 
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What do we have in the French Army committed to NATO right 
there at the moment? 

(Security deletion.) 

Mrs. Ketty. The German Minister of Defense is here at the present 
time. Do we have any breakdown, Vir. Chairman, of what has been 
discussed with Minister Strauss? What effect would the acceptance 
of the Polish proposal have on NATO? 

Mr. Burreson (presiding). Are you asking the Chair, Mrs. Kelly? 

Mrs. Keuiy. Yes, Mr. Chairman. 

Mr. Burueson (presiding). Mrs. Kelly, I do not know. I assume 
our military people have had some rather long and extensive confer- 
ences with Mr. Strauss. 

Mr. Vorys. It seems to me our present chairman ought to know 
such things. 

Mr. Burueson (presiding). Well, I really do but it is classified even 
here. 

Mrs. Keuiy. Can we have a comment on it? 

Mr. Sprague. As far as the German military buildup is concerned, 
the discussions we have had with Minister Strauss are very satis- 
factory. They are moving ahead rapidly toward the goals that have 
been established for them. The defense budget has been increased 
considerably and we have every confidence that the Germans are going 
to make perhaps the most important contribution to NATO in terms 
of the shield within the next couple of years; as far as the Rapacki plan 
is concerned, I think I ought to defer to the State Department on that 
except to say that Minister Strauss himself has taken the position that 
he is opposed to it. 

Mrs. Keuiy. Minister Strauss is opposed to it and he is in complete 
agreement with Adenauer? 

Mr. Spracue. I believe so. Perhaps Mr. Jandrey would like to 
discuss it. 

Mr. JANpREY. Insofar as the Rapacki plan itself is concerned, and 
the effect? 

Mrs. Ketiy. Are the Germans thinking of accepting the Rapacki 
plan? Strauss is thinking of it, or working toward that at the present 
moment. 

Mr. Janprey. I think we can be very sure that Germany is not 
seriously considering the Rapacki plan. It has some very severe 
dangers to it of which Germany is very well aware. 

Mrs. Ketiy. Will we have any of our missile installation setups in 
Germany? 

Mr. Janprey. I think that would depend upon General Norstad’s 
investigations at the present time. He is responsible for recom- 
mending to the United States and through the Military Committee 
to the NATO Council, as to where the IRBM’s and the nuclear stock- 
piles shall be located in Europe. 

(Security deletion.) 

Mr. Burweson (presiding). You have completed your question, 
have you not, Mrs. Kelly? 

Mrs. Ketiy. I suppose my time has expired. 

Mr. Bureson (presiding). Dr. Judd? 

Mr. Jupp. Thank you, Mr. Chairman. 

I appreciated your analysis, Mr. Jandrey, of the three components 
of this whole defense program in Europe: the shield, the retaliatory 
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strength, and the will to use them. This last is the thing that concerns 
me most, whether with the big military establishment built or bein 
built in Europe, the morale elements in at least France and Englan 
may be collapsing. While the governments stand firm, many ele- 
ments are demanding we go to the summit and everything else, in the 
naive notion that will somehow get peace. 

We can get peace without a military establishment. 

We can always surrender and get peace very quickly. How much 
evidence is there that there is sufficient will in certain countries to use 
their strength when the showdown comes? 

Isn’t th> Soviet Union reasonably confident, and with justification, 
that when che time comes, the guns may be spiked from within? 

Mr. Janprey. I think that the outcome of the heads of government 
meeting in Paris in December is perhaps the answer to that. There 
was a unanimity of feeling and an expression on the part of the Council 
itself that modern weapons must be established in Europe, and all 
of the decisions which were taken at that time seem to me to indicate 
a much greater unanimity of opinion than one might expect from the 
reaction of, let us say, the Labor Party in Britain, or the opposition 
party in Germany. 

The parties that are in control, with whom we are working, are 
unanimous in their feeling that NATO must work and that our col- 
lective security efforts should not fail. 

Mr. Jupp. I grant that the governments say this pretty clearly but 
no government can get very far away from its people. Iam concerned 
regarding them as I am regarding our own country. Our Government 
sees clearly the dangers in these summit conferences, and when I go 
home and talk to my people they see it, too. But when I listen to 
some commentators and read some columns in the paper, one might 
think that our country, too, is demanding that we go to the summit, for 
peace at any price. If that sentiment gets strong enough our Govern- 
ment will have to go. It can’t help it. 

Our Government leaders did not want to go to Geneva and events 
proved them right. But forces at home compelled them to go. What 
is your estimate of that? 

Mr. Janprey. There are certainly pressures in Europe to proceed 
with a summit meeting. There is no doubt about that. I think our 
own position on it has been very clear. The Secretary has made that 
clear on a number of occasions. And over the period of the last 
month or two due to the spate of letters from the Soviet Union, I think 
there has been a growing realization even in the United States, judging 
by press comment and press editorials, principally, that a meeting 
which does not have meaning, which does not satisfy, does not solve 
any significant issues, isfJa meeting}that is merely a spectacle and will 
not contribute to a reduction of tensions. 

I think that our opinion and the reiteration of it has done a great 
deal in Europe to modify the demands for a summit meeting at all 
costs. There still is that feeling there, and I would have to admit 
quite frankly that it is a stronger feeling than exists in the United 
States. 

Mr. Jupp. I hope you are right but the reports we get through the 
press and through radio commentators seem to indicate that the 
Communist side is gaining more rapidly than ours. 
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Frankly, I wish there was some way for us to base more of our 
defense in Europe on the Germans. They have had a lot of aid but 
they are now doing what Mr. Vorys said—they are cutting down their 
aid from us. [Security deletion.] 

In some of the others we have poured it in by the billions and now 
we are asked to give still more. 

The Germans are first, closer to the threat and, second, they have 
not been as softened and weakened even by military defeat as some 
others have been by socialism, or something. I hope you shift more 
and more to dependence upon the Germans, although the geographical 
facts are against that. 

Now, some questions. You say, Mr. Jandrey, that about $1 
million is to be given to OKEC to produce more and better scientists 
and engineers in the countries of the Atlantic community. 

Would you share with us your formula for producing more and better 
scientists and engineers, so we can use it in the United States? We 
have that problem, too. 

Mr. Janprey. I think this program is merely in its early stages 
at the present time, and it is on a contributory basis, but we hope 
that this year, as the program swings into operation, it will be effective. 

Mr. Jupp. I am not asking this facetiously. This is a real problem 
we face. There are people coming up here demanding vast funds for 
all kinds of programs to increase training of engineers and scientists 
in our country. 

If you have a system that works over there, I would appreciate 
your making it available to us. 

A second question concerns the tours for foreign leaders being 
brought over an I hope they are being shown something different 
than was the case as late as last year where I heard from two of them 
that in their tours they were taken to certain labor headquarters in 
Detroit. They thought they were going to see some top labor leaders. 
Instead, they were put in a back room and shown a film purporting 
to show how labor had gotten ahead in the United States. It was a 
portrayal of the sit down strikes, the batting of heads in Gary, Ind., 
and the worst picket line riots in our country. They were told that 
the way labor made its gains in the United States was by violence. 

I do not think that is the major way by which labor got ahead in 
this country. I hope that type of one-sided portrayal has been 
modified. JI wish you would look into it. 

Mr. Janprey. I think we could provide some illustration of the 
character of the program to show you how balanced it was. 

(The following information was subsequently submitted for .the 
record:) 

Almost without exception all ICA labor teams visiting Detroit visit the United 
Auto Workers, AFL-CIO. It can be assumed therefore that the reference to 
the ‘CIO headquarters” is to the UAW, AFL-CIO. 

Among the films shown trade-union visitors by the UAW is one entitled “The 
UAW is 20 Years Old.” In this film are ineluded certain scenes of violence which 
occurred in the early days of its history. The union states that it cannot honestly 
write its history without making reference to these unfortunate incidents. The 
theme of the film, however, is to emphasize the futility of violence and the ad- 
vantages of peaceful, intelligent, modern collective bargaining. 

The UAW has confirmed that none of their films contain such a statement as 


“The only way to get ahead in the United States in labor is by violence.’”’ The two 
visiting labor leaders must certainly have misunderstood what was said or, if 
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they used an interpreter, perhaps they failed to grasp the meaning of the words 
used by the interpreter. 


With reference to the statement that the two trade unionists complained they 
did not see “‘some big shots,”’ the UAW states that it does everything possible to 
have its high-ranking officials meet with foreign trade-union visitors. However, 
at times this becomes physically impossible, as the union acts as host to nearly a 
thousand foreign visitors per year. It should be pointed out that the UAW 
maintains a full-time specialist whose sole responsibility is to meet with foreign 
visitors sponsored by ICA and State Department. 

Sample copies of the program and itinerary of four European labor teams 
visiting the United States in 1957 are provided for the committee’s information. 
As these programs illustrate, it is ICA policy to arrange a well rounded training 
program for all the labor teams. At the outset of their visit, they have a short 
period for orientation at St. John’s College in Annapolis, Md. After that, a sub- 
stantial part of their time is naturally spent with trade unions and the United 
States Department of Labor, but visits are also scheduled to industrial estab- 
lishments, Federal, State, and municipal agencies, universities, trade schools, 
and management consulting firms. 

The response of the participants to their program while in the United States, 
and their comments at the end of their visits, indicate that they have been satisfied 
with the content of the training program and with arrangements made for their 
visit. The training program has made an impact on the labor teams. Followup 
on the participants after they have returned to their former positions, or to 
positions of greater responsibility, show that they have put techniques observed 
during their training in the United States to constructive use in their own work. 

Mr. Jupp. We have our dark spots in America, but I do not see 
why we should advertise them as if they were the rule. 

Now, one more, if I may. 

Mr. Van Dyke, you talked about the Technical Inquiry Service we 
are furnishing to the Yugoslavian Government and to business 
managements, and so on. Do we furnish such a service to show our 
secrets to our friends also? 

Mr. Van Dyker. Yes, sir, ICA has a special department to fan this 
information out all over the world. It has been particularly effective 
in Yugoslavia, and there has been a hunger for it which has not been 
evident in some of the other countries, but this type of service is 
available worldwide. 

Mr. Jupp. On page 3 you talk about the overseas territories of six 
member nations. One is Germany. What overseas territory does 
Germany have? 

Mr. Van Dyke. None, sir. I see your pens regarding the ref- 
erence to the overseas territories of the member nations. 

Mr. Jupp. It says the overseas territories of the six member 
nations of OEEC, and then you list Germany as one. I did not know 
whether you called West Berlin an overseas territory of Germany, 
or what? 

Mr. Van Dyke. The overseas territory reference is supposed to 
cover the overseas territories of the members of this community who 
have such territories. Germany is one of the members without over- 
seas territories. 

Acting Chairman Morean. Mr. Byrd? 

Mr. Byrp. No questions, thank you. 

Acting Chairman Morgan. Mr. Fulton? 

Mr. Futon. I have no questions this morning. 

Acting Chairman Morean. Mr. Selden? 

Mr. Setpen. Thank you, Mr. Chairman. 

Mr. Van Dyke, is the Yugoslav aid of $700 million, to which you 
referred in your statement, in addition to the military aid we have 
given that nation? 
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Mr. Van Dyke. Yes, sir; $650 million. 

Mr. Seitpen. What is the total military aid we have given Yugo- 
slavia? 

Mr. Van Dyke. It is a classified figure found on page 91 of the 
regional presentation book and it shows the program through June 30, 
1957 [security deletion]. 

Perhaps General Guthrie could explain more about that figure. 

Mr. SetpEn. In other words, our total aid to Yugoslavia has been 
about [security deletion] since 1951? 

Mr. Van Dyke. Including military and economic, yes. 

Mr. Setpmen. I recognize the advantage of having Yugoslavia 
neutral during the period of the cold war. 

However, have you any indication as to where Yugoslavia will 
stand in the event of a showdown between the forces of the West 
and those of communism? 

[Security deletion.] 

Mr. Van Dyke. Perhaps Mr. Jandrey could comment on that. 

Mr. SetpEen. I would like to have some comment on that subject 
if you could give it to us. 

Mr. Janprey. As Mr. Van Dyke said before, there is obviously a 
risk in any program that you have with a Communist country such 
as Yugoslavia. 

(Security deletion.] 

Mr. Sevpen. Is there any possibility that Yugoslavia will remain 
neutral but at the same time maintain a closer relationship with the 
Soviet Union than with the West? 

(Security deletion.) 

Mr. Seupen. I am glad to have your views on the subject. 

(Security deletion.) 

Mr. Sevpen. Is that feeling among the peoples themselves or is it 
in the leadership of the government? 

Mr. Janprey. I think you would probably find it in both as a 
matter of fact. You certainly would find it in the leadership because 
the leadership is most aware of what domination means. 

The people themselves are essentially western-oriented [security 
deletion]. 

Mr. Farsstein. Will the gentleman yield? 

Mr. Seven. Yes. 

Mr. Farsstein. Could the leader of a government, the head of 
the government, not only in Yugoslavia but in Poland, prevent their 
governments from joining Communist Russia in the event of a show- 
down? Assume they even wanted to do so, could they possibly do 
so in view of the fact that on their border are the Russian armies. 

(Security deletion.) 

Mr. Farssrein. Thank you. 

Mr. Setpen. Thank you, Mr. Chairman. 

Acting Chairman Moraean. Mr. Adair? 

Mr. Aparr. Mr. Chairman, on this list of prepared questions there 
is one which I think merits particularjattention. No. 8: 

What would be the effect on our dollar aid to Spain if local currency proceeds 
retained by the United States were reduced from 70 percent to 10 percent? 

I observe in the blue book that there had been a request for that 
made and I would like to have whichever one of you le to do so, 

discuss that possibility. 
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Mr. Van Dyke. I will discuss it and then maybe Mr. Jandrey would 
care to comment on it as well. 

As you have pointed out the Spanish have, for some long time, been 
pressing us to make this change in the counterpart distribution ratio. 
We have now been told by the Department of Defense that the con- 
struction phase of the program in Spain, with regard to bases, is now 
provided with pesetas to cover anticipated costs that can be paid in 
pesetas. 

In other words, there is no need to continue to use the mutual 
security program to generate additional pesetas to cover construction 
costs as presently foreseen. Those costs will have been provided for 
by our programs through fiscal year 1958, so we no longer have this 
motivation to continue the previous arrangement setting aside 60 
percent of aid generated pesetas for base construction. 

Mr. Aparr. Including those costs which are funded through the 
regular military appropriation bill? 

Mr. Van Dyxe. We have covered the local currency costs of the 
base construction program by this means. There have been other 
dollar costs which have been financed through United States defense 
appropriations for the military construction program, although I 
understand that all of the base construction expenditure, dollars and 
local currencies, are authorized. 

Mr. Apair. The question is what would be the effect of that upon 
our program there? 

Mr. Van Dyke. Since the need for the pesetas is now covered ac- 
quiring additional pesetas from defense support prograrhs presumably 
would not reduce future dollar appropriation requirements for base con- 
struction, as it has reduced past dollar appropriations for construction. 

In other words, the pesetas earmarked for base construction would 
just pile up and there would be no United States use for them. 

As to the effect on our dollar aid program, that is a little hard to 
predict at this time. One factor is Spain’s balance of payments situa- 
tion. To the extent that the economic aid requirements are based 
on the need for dollars to assist in financing Spanish import require- 
ments, this residual dollar need is affected by the amount of dollars 
received from United States defense expenditures in Spain. If, in 
the future, the Department of Defense has to go into the Spanish 
Central Bank and buy certain amounts of pesetas for use for troop 
exchange, for example, this will add dollars to the Spanish balance of 
payments and in the long run might reduce the need for economic 
aid. In other words, to the extent that the Defense Department goes 
to the Spanish foreign exchange market for pesetas, we will be using 
the Defense Department dollars, rather than aid dollars to sustain 
the balance. 

Mr. Aparr. But it would cost us more, would it not? I mean as a 
Government, regardless of whether it came out of aid dollars or De- 
fense Department dollars? 

Mr. Van Dyke. The illustration I made was to indicate that 
Defense Department and ICA dollars were in part substitutable in 
the balance of payment, but there will be no increased demand for 
United States dollars for use in Spain arising from the particular 
change in peseta arrangements that we are discussing because there 
is no additional Defense Department need for pesetas for the base 
construction uses specified in the present agreement. 
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(Security deletion.) 

Mr. Aparr. And is it your opinion that that leaves us an adequate 
supply of pesetas there for our needs—I am not quite clear from what 
Mr. Van Dyke said—or is this going to involve a greater number of 
dollars from us to carry on our program? 

Mr. Van Dyke. Let me try to clarify what was said, sir. 

The Defense Department has assured us that pesetas to be derived 
through programs through fiscal year 1958 will cover the peseta costs 
for the construction program in Spain as presently foreseen. 

Mr. Aparr. So it is your opinion, gentlemen, that there will be no 
greater demand for dollars than there would have been if the percent- 
age remains as it presently is? 

Mr. Van Dyke. The dollars we supply, while they do produce the 
effect of generating pesetas which can be used for base construction 
costs, are not supplied to generate the pesetas but to cover a balance- 
of-payments gap which Spain faces. 

This particular counterpart distribution change would: not affect 
the balance-of-payments gap which this program is trying to cover. 
So the direct answer to your question is, No, I do not think this will 
make any change in the dollar requirement for Spain. 

Mr. Aparr. Quickly turning our attention to France, now—I would 
like to spend more time on Spain but I reeognize my time is 
running out. 

I would like to get a quick idea of our total program for France 
for fiscal year 1959. We have [security deletion] dollars in military 
assistance. Am I correct on that? 

Mr. Van Dyke. Yes, sir. 

Mr. Aparr. Is there any defense-support money programed for 
France? 

Mr. Van Dyke. No. 

Mr. Aparr. Any contingency fund programed? 

Mr. Van Dyke. You cannot program the contingency fund. 

Mr. Apatr. Well, you have it in your mind? 

Mr. Van Dyke. We have nothing in our mind with regard to 
France from the contingency fund, but that does not necessarily 
preclude that something might come up. 

Mr. Aparr. But there is nothing specifically in mind? 

Mr. Van Dyke. No, sir. There is a discussion of the contingency 
fund in this book, and I do not think France is referred to in that 
discussion. 

Mr. Apatr. I did not find it. You know of none? 

Mr. Van Dyke. No, sir. 

Mr. Aparr. How about special assistance? 

Mr. Van Dyke. There is no special assistance programed for France 
for fiscal year 1959. 

The only item which we have programed for France is $190,000 
under the label, ‘“Technical exchange program.” 

Mr. Apair. That is under technical cooperation? 

Mr. Van Dyke. That is under special assistance. 

Mr. Aparr. That is $190,000? 

Mr. Van Dyke. Yes, sir. 

Mr. Aparr. Do you know of any Export-Import loans or Inter- 
national Bank for Reconstruction and Development loans which are 
being sought by France within the coming year? 
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Mr. Van Dyke. I have heard of one application that the French 
have made to the Export-Import Bank. 

Mr. Apatr. Do you know in what amount? 

Mr. Van Dyke. I think the application was upwards of $50 million. 

Mr. Aparr. How about the Development Loan Fund? 

Mr. Van Dyke. No, sir; we have no applications. 

Mr. Aparr. No applications at all? 

Mr. Van Dyxs. There have been indications that there might be 
applications from the French territories overseas, but metropolitan 
France has put in no applications. 

Mr. Aparr. Then what we have listed here, you would say is the 
total program now contemplated for France for fiscal year 1959? 

Mr. Van Dyke. Military aid and the $190,000 worth of special 
assistance are the only 2 items presently programed. 

Acting Chairman Morcan. The gentleman’s time has expired. 

Mr. Fascell. 

(Security deletion.) 

Mr. Fascetyu. Has an agreement been negotiated with Germany, 
or has agreement been reached with Germany, with respect to the 
different type of aircraft they desire, other than those which were 
originally committed to them under the Nash list. 

(Security deletion.) 

Mr. Fasce.iu. Has any agreement been reached with respect to the 
determination of residual values on bases now being returned to the 
various countries, to the recipient countries? 

General Guturig. I would have to look that up. 

Mr. Fascetit. Would the State Department know? In other 
words, bases in England, for example, where the United States built 
facilities, they are now being turned back to the British. Question: 
Is any agreement reached with respect to the residual values on those 
bases when they have been turned back? 

Mr. Spracusz. There has not been any MAP discussion on it, no. 
Those were bases constructed with United States ‘Military. construc- 
tion funds, Air Force,” in this case. 

Mr. Fasce.u. Service funds and it would not be part of your 
jurisdiction? 

Mr. Spracusn. That is correct, no MAP funds are involved. 

(The following additional information was subsequently submitted 
for inclusion in the record:) 


In a number of countries our base rights arrangements specifically provide that 
the two countries will negotiate the amount and manner in which the United 
States will be reimbursed for the residual value, if any, once installations developed 
by the United States are no longer required by it. During negotiations with the 
United Kingdom several years ago, it was agreed in principle that the matter of 
residual value would be taken up when the problem arose. 

The problem of residual value in the case of certain United Kingdom bases was 
raised recently with the Department of Defense by the interested United States 
services and, in coordination with the Department of State, we have instructed 
the United States Embassy, London, to advise the British Government that we 
wish to enter into negotiations with them now on this matter. These negotiations 
will cover, specifically, the bases already returned and, generally, those that will 
be returned in the future. 

At the present time action is being taken to develop criteria for use by all 
United States base rights negotiators in seeking a resolution in each country 
concerned. It is anticipated that these instructions will be ready for dispatch 
in the near future. 
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Mr. Fascevu. General Guthrie, in the programed amount for fiscal 
1958 on missiles and aircraft, specifically what are we talking about 
in the way of missiles, since we have no programing for IRBM’s? 

General Gururie. For 1958—— 

Mr. Fasce.u. The list that you gave in your prepared statement? 

General GuTurig. Yes, sir. 

Mr. Fasce.tu. And nothing beyond that? 

General Guturiz. Not for 1958; no, sir. 

Mr. Fascetu. There is no thought of canceling out any of the 
deliveries, the backlogged deliveries on conventional material and 
training, in say 2 years? 

General GutTuriz. None that I know of at this time; no. 

Mr. Fascrexiu. On missile bases, will they require new bases or can 
we use present aircraft bases, modified? 

(Security deletion.) 

General Guturisz. It is more convenient from the standpoint of 
housing and so forth, if you can find some sort of an existing facility 
and improve it. 

Mr. Fascr.u. Is any thought being given to the use of American 
bases paid for out of service funds which are now being returned to 
the British? 

General Guturie. | cannot tell you the source of the bases, whether 
they have always been British bases or whether some are being turned 
back. I know some thought has been given to it. 

Mr. Spracue. The agreement is that the United Kingdom will 
provide the bases for IRBM’s at their own expense. 

Mr. Fascr.y. That is what I am getting at. The United States, 
out of service funds, built $350 million worth of air bases which we 
are now returning to the British with no agreement yet reached as to 
payment of residual values by the British. The British then turn 
around and lease them back to us to use for missile bases. This is 
the thing I am worried about. 

Mr. Spracus. No; they are not giving them back to us. 

Mr. Fascety. No; we are paying for them again. 

Mr. Spracus. No; this is not happening with any of the United 
Kingdom bases. What happens in France if we have [RBM bases 
there, I do not know. 

(Security deletion.) 

Mr. Fascexi. One other question and I am through: Advanced 
weapon programing for production based in Europe, would we furnish 
the blueprints, professional know-how, and some professional people 
to get them started? 

Mr. Spracusr. And some possible facilities assistance. 

Mr. Fascetu. Does the latter include present plants or new plants 
to handle advanced weapons production? 

Mr. Spracue. It includes present plants already available. 

Mr. Fascett. It includes retooling only and not construction? 

Mr. Spraaue. Right. 

Mr. Fasce.t. Do we contemplate in this thing as we get started 
now that the United States will have to buy the production of these 
plants for the foreseeable future, say 10 years? 

Mr. Spracur. This is a moot question. I believe that at the 
NATO Heads of Government meeting in December the; United States 
stated it would seek ways to assist countries in this program by pro- 
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curement for our own forces or for use in the military assistance pro- 
gram. This is merely a commitment by the United States to take a 
look at the situation in terms of how we can best get this program 
going. 

Now, I can say this, there is one weapon that the French have de- 
veloped called the SS-10 and 11, it is an antitank rocket [security 
deletion]. Our army has bought some to test. There is a possibility 
that by purchasing this weapon from French production for our own 
forces, we will get a better weapon cheaper than if we produced it in 
the United States. 

On the other hand, there is the possibility that we can license from 
the French manufacturer for manufacture in the United States. This 
has not been determined yet because the Army has not made its posi- 
tion clear as to whether or not it wants to take these weapons. 

Mr. Fascetu. And no determination has yet been made as to who 
is going to produce what part of what weapons system? 

Mr. Sprague. Right. 

Now the NATO countries have also agreed—through General 
Norstad’s headquarters—to produce a lightweight strike fighter which 
has been developed. One by the French, one by the Italians. [(Secur- 
ity deletion.] This will be a NATO-coordinated production of some- 
thing they have developed. 

It is our thought and hope that they will not only produce it but 
purchase it for their own forces to meet Norstad’s requirements. 

Mr. Fascertu. Sir, one final question: Do you think that the 
United States ought to get into the financing of any kind of production 
facilities on advanced weapons unless we understand in advance that 
recipient countries are going to make every effort to buy their own 
production; and secondly, that the recipient countries will let us use 
the weapons in their country? 

Mr. Spracue. I agree in both cases. 

Mr. Bentiey. The committee has been furnished a statement by 
Assistant Secretary of Defense Sprague, entitled ‘““The Importance of 
Allied Forces in Deterring Global War and Their Role in Global 
Conflict.” 

May I ask consent that that statement in answer to a previous 
question of mine be inserted at an appropriate point in the record? 

Acting CHarrMan Morcan. Without objection, it is so ordered. 

(The supplemental statement of Assistant Secretary of Defense 
Sprague is as follows:) 


This analysis of the importance of allied forces is confined to their contribution 
to deterring global war, and their role in global conflict. 


ALLIED CONTRIBUTION TO THE DETERRENT 


A central aim of the United States and its allies is to deter the Communists 
from use of their military power to precipitate global war, remaining prepared to 
fight such a war should it be forced upon us. Such total conflict could begin 
either with a massive surprise attack by the Communists, or through the expan- 
sion of local conflict initiated by Communist aggression at some point on the 
periphery of the Communist bloc. 

The answer to this threat is found in the collective security system. In conso- 
nance with the arrangements which formalize it, the United States and its allies 
jointly bear the burden of deterrence and response to global war in either form of 
development. 

The principal United States contribution to the deterrent to global war lies in 
its capability to retaliate against massive nuclear attack no matter under what 
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circumstances such attack is initiated. In this our Strategic Air Command is the 
principal force, supplemented by elements of each of the military services. 

The Allies make an indispensable contribution to this capability. First, they 
make available to the United States overseas bases which are essential to the 
forward deployment and support of our retaliatory capability. The existence of 
this worldwide network of bases enables us to position our strategic striking forces 
in such a way as to preclude a successful simultaneous attack by the Communists 
which could destroy our retaliatory capability at one blow. 

Allied forces provide added insurance that these bases will not fall into enemy 
hands and will continue to be available to United States forces. The importance 
of this base structure will be magnified as missiles of ranges up to 1,500 miles 
become operational. 

Second, this direct contribution to strategic retaliatory capability is supple- 
mented by their own military forces. Although most of these Allied forces. are 
conventional those of the European countries of NATO have a growing capability 
to employ nuclear weapons, augmenting the United States retaliatory capability. 
The installation of IRBM’s in Europe will have a significant impact on this aspect 
of NATO’s contribution. 

Both the United States and its allies also make a contribution to the deterrent 
to global war through their ability to deter local aggression which, if initiated, 
could expand into general conflict. For its own part the United States maintains 
in all services mobile or prepositioned forces which can be effectively employed 
to meet local situations that may require a military response. 

In the case of the allies, one important aspect of their contribution is, again, 
the base facilities available to the United States which provide forward positions 
for support of our naval forces and enable us to locate ground and air tactical 
forces close to potential trouble spots. Moreover, allied forces arrayed around the 
Communist countries make an indispensable contribution, for there can be no 
question that the confrontation of such forces along the periphery of the Sino- 
Soviet bloc directly deters attack. The greater the strength of allied forces at 
all points of the confrontation, the less likely local Communist aggression which 
might lead to general war. 

Some measure of the magnitude of these forces is gained from the fact that they 
comprise today over 4.7 million men; 2,500 combat vessels; and 32,000 aircraft, 
of which 14,000 are jet. The importance of these units is illustrated by the fact 
that while there are 5 United States divisions in Europe, there are over 30 allied 
divisions; that while there are 2 United States divisions in Korea, there are 21 
Korean divisions; and while there are no United States combat elements in 
Turkey, there are 20 Turkish divisions. In NATO planning, United States Air 
Forces assigned to SACEUR can be effective only when operating in concert with 
allied air forces which outnumber our aircraft by a ratio of better than 3 to 1. 

It should be noted, moreover, that the allied contribution to deterrence cannot 
be measured solely in tangible military forces. Intangible factors are of equal 
importance, for allied will and determination to resist aggression is a highly sig- 
nificant factor in the enemy’s assessment of the cost of aggression. The existence 
of their military forces is a critical factor in the allies’ determination to resist 
aggression. 

ALLIED ROLE IN GLOBAL CONFLICT 


It is considered that a global war, however it may be started, will develop in 
at least two phases. The first of these would be an intensive exchange of atomic 
blows. This exchange would be aimed at preventing counteroffensives and 
achieving initial advantage in the struggle. 

In the first place, Allied forces will constitute the bulk of the resistance to over- 
land thrusts by the enemy in Europe, the Near East, and Asia. In Latin America 
Allied forces will be utilized to prevent either seizure of control from within or 
establishment of a bridgehead from without. Free states all along the periphery 
will act individually or in concert to preserve their integrity. In this first phase, 
Allied forces would also provide essential protection to the base system, and to the 
extent of their relatively limited capability, would support and supplement 
nuclear retaliation by the United States. 

The second phase, largely determined in character and outcome of the first 
phase, will be characterized by continuation of the conflict with forces surviving 
the first phase. 

To influence the outcome of the first phase in their favor, the Communists may 
be expected to try to extend their area of control into Europe, the Middle East, 
and Asia. Under cover of the confusion and disorganization which might be 
expected to accompany the nuclear exchange, the Communists can be expected to 
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employ their international apparatus in subversive and disruptive effort, and overt 
military measures, to this end. To counter such efforts, dependence will need to 
be placed on capable Allied forces. 

From the foregoing there can be no doubt of the vital role of Allied forces both 
in deterring global conflict and in meeting if it should come. By the same token 
there can be no doubt as to the importance of United States assistance in support 
of the Allied forces so essential to United States strategic concepts. 


Mr. Bentitey. On page 95 of the presentation book for Europe 
under Yugoslavia, can you tell me why so much of the information 
regarding the objectives, the accomplishments and the proposed fiscal 
1959 program for Yugoslavia relating to economic assistance and 
technical cooperation has been classified? 

Mr. Van Dykes. I think we can identify each of the items. 

(Security deletion.) 

Mr. Bentiery. Mr. Jandrey, you spoke about the tax burden which 
our European allies were covering. Could you supply for the record 
a statement as to the tax reductions, if any, on the part of the NATO 
countries over the past 2 or 3 years? What tax reductions they may 
have had in their own domestic economies? 

Mr. Janprey. I will be glad to. 

(The information requested is as follows:) 


A thorough analysis of tax changes in the various NATO countries during the 
past few years would require extensive and prolonged study. However, the 
attached table provides an accurate and useful indication of the relative tax 
burdens in 11 European NATO countries and in the United States for the years 
1954 through 1956, with estimated figures for 1957. This table shows total tax 
receipts for all levels of government, gross national product, and the percentage 
of GNP which the tax receipts represent. 

Except in 1 or 2 cases the overall tax burden within the European NATO 
countries has remained fairly constant. Two countries, Germany and the United 
Kingdom, have reduced taxes somewhat during this 4-year period. In Germany, 
however, even after the reduction, the ratio of taxes to GNP in 1957 is estimated 
at 32.4 percent, third highest among the countries listed. Only France and the 
Netherlands are higher. The United Kingdom, wtih a ratio of 29.2 percent, 
ranks next. 

In Denmark and Norway, while taxes have not been reduced, the level of 
GNP has risen somewhat more rapidly in the last year or two than have tax 
receipts. 

In five of the western European countries (France, Italy, Netherlands, Portu- 
gal, and the United Kingdom) tax receipts as a percentage of gross national 
product are estimated to have increased in 1957 compared with the previous year. 
For 1956, the latest year for which firm data is available, six countries show 
increases (Belgium-Luxembourg, Denmark, France, Germany, Italy, and 
Portugal). 

It should be added that some tax reductions may have occurred in countries 
other than Germany and the United Kingdom. In some cases, the amount of 
taxes collected has been increased even though tax rates have been reduced to 
effect readjustment of unrealistic factors. In other cases, tax reductions have 
been made to provide relief from the extraordinary taxes, including special 
‘“‘“one-shot”’ levies, imposed during the early postwar period for reconstruction 
and anti-inflationary purposes. 











MUTUAL SECURITY ACT OF 1958 805 


Estimates of total tax receipts of all levels of government 


[Millions of dollars, and percent of gross national product] 





























| 
1954 or fiscal | 1955 or fiscal | 1956 or fiscal | (Estimated) 
year 1954-55 | year 1955-56 | year 1956-57 | 1957 or fiscal 
year 1957-58 
Belgium-Luxembourg: 
Taxes __.- vention eae 2, 090 2, 254 2, 436 2, 568 
Gross national product. ddpecedane <aeiehied 9, 166 9, 7! 10, 330 | 10, 950 
UNO. Siintide ii wkes bine daubdamih ihe ok 22.8 23.2 23.6 23.6 
Denmark (fiscal year ending Mar. 31): | | 
eee se a 875 954 1, 023 1, 045 
Gross national product-.----- Hbke ews 4, 010 4, 140 4, 390 4, 610 
POPOUE s ccisd ick Jn wteehclks ix 21.8 23. 0 23. 3 22.7 
France: 
Taxes __- anand Seiad 11, 871 12, 468 13, 966 16, 275 
Gross national product- ois J nend 36, 592 39, 900 43, 200 47, 900 
POG on hdd ea th as 32.4 31.2 32.8 34.0 
Germany (fiscal year ending Mar. ae 
Taxes._.__-. Ss cueiebeiten’ 12, 360 13, 755 15, 110 16, 045 
Gross national product... si. pwad tebe cwees 36, 654 41, 809 45, 821 49, 857 
Pemetieis 5 ok. pa selbeadeass busdon 33.7 32.9 33.0 32.4 
Greece: 
WU: 6-4.450bc0sknuke meade. 355 666 Ts la ceacdemaiegheeie 
Gross national product... peccecdl tn eden 2, 010 3, 7! 8G Bisicc id 
PN oi 5h ce caks~ ded ded. aie : 17.7 18.0 TINO Eki -ea tS 
Italy (fiscal ye ar ending June 30): 
TI ho 0 incaaaitiemnbedamaaal 5, 348 6, 039 6, 551 7, 034 
Gross national product- sceshte-seaoka 20, 800 22, 500 23, 950 25, 200 
PNG 5 sid 50s Kh is Le - 25.7 26.8 27.4 27.9 
Netherlands: | 
Taxes_ FE cn obeiine katie 2, 131 2, 385 2, 525 2, 864 
Gross national product... un bheckthdasks 7,013 7, 700 8, 221 8, 756 
Percent -.--.- Fem Cih sa tseeleed 30. 4 31.0 30.7 32.7 
Norway: 
Taxes. ai paandamadmanine 87: 943 1, 025 1, 087 
Gross national product. ih wk thie 3, 071 3, 280 3, 600 3, 891 
PONG oa eins ds—wkbnne dikikiedintat Be 28.4 28. 8 | 28.5 27.9 
Portugal: 
Taxes- ake oe ioe 274.8 298. 6 | 322. 2 341.5 
Gross national product. Seawes 1, 731 1, 801 1, 931 2, 023 
PD sid ce, ear +e ee 15.9 16. 6 16.7 16.9 
Vurkey: 
Taxes. siden es bd 948 1, 122 1, 275 (?) 
Gross national product. eee ae 6, 110 7, 410 8, 720 (2) 
Percent - ip ehaeh ad diced 3c 15.5 15.2 14.6 (2) 
United Kingdom: 
Taxes___. ; he aan oo 14, 910 16, 024 16, 755 17, 950 
Gross national product wees sob 50, 534 53. 836 58, 041 41, 400 
POROGNE. 2. dial bdlidaahh nabbila badd ? 29.5 29.8 28.9 29.2 
United States (in billions of dollars): | 
Taxes. cs dehies ouiaearen , 87.9 98. 2 | 105. € 112.0 
Gross national product_- [5.2 Te 361. 2 391.7 | 414.7 434.0 
OOD . eds Cites tes deh dn ee) ORI 24.3 25. 1 25. 5 25. 8 
1 
! Preliminary. 


2 Not available. 


Mr. Bentuey. I would like to get some information on military 
equipment where it is furnished on a reimbursable basis, as to whether 
it is furnished for local currency, dollar currency, or third-country 
currency. 

Is that information in our presentation books or could that be 
supplied for the record? 

General Guturig. Yes, sir; it is in the presentation books, but I 
believe we could get a short, to the point statement which might 
make it clearer. 
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Mr. Bentiey. That I presume would have to be classified, wouldn’t 
it? 
General Gurturie. No, sir. 
Mr. Bentiey. Thank you very much. 
Thank you, Mr. Chairman. 
(The information requested is as follows:) 


An unclassified statement on the military sales program is contained on pages 20 
and 21 of the nonregional programs book. 

Until fiseal year 1958, all sales had been for dollars and most of them had been 
for cash. These sales were made primarily to countries in a relatively favorable 
financial condition which required little or no grant aid or credit assistance. 
Canada and Germany, for example, have accounted for almost two-thirds of the 
$1.3 billion of sales made from 1950 through December 1957. 

Prior to fiseal year 1958 the development of expanded military sales was limited 
by a lack of funds to finance sales on credit terms and the inability to accept local 
currency payments for materiel which might otherwise have been sold to countries 
having dollar shortages. To remedy these shortcomings, an amendment of section 
103 (ce) of the Mutual Security Act was enacted last year which authorized the 
acceptance of local currency and the reuse of repayments from local currency and 
credit sales of up to 3 years for the financing of additional sales. 

This new authority has been an important stimulus to the planning for addi- 
tional sales to countries previously receiving only grant aid, since it makes it 
possible for the United States to offer credit terms which will allow countries to 
amortize procurement programs over a 3-year period and will also permit the 
United States to accommodate foreign exchange shortages by acceptance of local 
currency. Reinvestment in participating countries of local currencies to meet 
other United States requirements should also increase country willingness and 
ability to purchase needed materiel from the United States. 

The acceptance of local currency repayments will necessarily be restricted to 
those countries whose production capabilities are such that United States reinvest- 
ment of local currency will enable us to obtain needed materiel to meet other 
United States requirements. Thus, acceptance of local currencies will be limited 
for the most part to those countries (e. g., Japan, France, and some others in 
Wese Sane) where arrangements can be made for military trade in lieu of 
grant aid. 

The only local currency sales arrangement of this sort negotiated to date has 
been with France. As a part of the arrangements made with the Monnet Mission 
for foreign exchange assistance to France, the United States has agreed to accept 
local currencies in the amount of $45 million in payment for materiel to be pur- 
chased by France for French NATO forces in continental Europe. The extent to 
which local currencies will be accepted in payment for sales to other countries 
will depend upon the foreign exchange situation of the countries concerned 
at the time of purchase and, of course, the ability of the United States to usefully 
reinvest the local currencies received. 

It is not now envisaged that the need will arise to accept third country currencies 
in the military sales program, although this possibility is not out of the question 
should circumstances demonstrate that acceptance of third country currencies 
would permit a sales program in lieu of continued grant aid. 


Acting Chairman Morean. Mr. Farbstein. 

Mr. Farsstern. I have been reading some newspaper articles which 
have been troubling me somewhat and I wondered, Mr. Jandrey, 
whether you would or whether you could comment on what I am 
about to say. ' 

I have been reading that there is a lot of trouble with the Govern- 
ment in France, and that this present Government is exceedingly 
shaky. Furthermore, that the generals of the army are disregarding 
orders from the Government. Furthermore, that they are listening 
to General DeGaulle. There is no statement as to how soon, or 
whether, but there is a possibility that General DeGaulle may come 
in again as the man on the white horse. 
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Furthermore, it is suggested that if DeGaulle does come in; France 
will get out of NATO, and not only get out of NATO, but will have no 
hesitancy in making a separate agreement with the Communists. 

Has what I have just said at all come to your consciousness in the 
past? Have you given any thought to it or is it just a wild dream in 
your opinion? 

Mr. Janprey. Well, I think it is quite true that the deGaillard 
government today is one that covers a very wide range of political 
thought from the Socialists on the left. to the extreme right. 

[Security deletion.] 

Mr. Farsstein. That is all I have. 

Acting Chairman Morean. Are there any further questions? 

Mr. Jupp. Yes. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. What are missile units, General Guthrie? You talked 
about missile units when you were referring to your charts. Does it 
mean individual missiles? 

General GuTuriez. “Battalion” is what we use in the Army and the 
Air Force organization calls it a squadron. 

Mr. Jupp. It is at the bottom of page 8 of your testimony. 

General Guturiz. The naval units are programed as batteries. 

Mr. Jupp. You are furnishing [security deletion] battalions of 
Nikes, and [security deletion] batteries of Tartar and Terrier. [Secu- 
rity deletion]. 

Mr. Jupp. The F-84. Was that not the old—— 

General Guturigz. That is not too old. We are still using them. 

Mr. Jupp. What was the common name they called it? What was 
the Shooting Star, the old original jet, F—81? 

General Gururip. I think that was F-80. 

Mr. Jupp. And then the 84 was the next good model? 

General Guturiz. The F—84-F is the fighter-bomber type. The 
86 is the one you probably read about in Korea, which is an interceptor. 

Mr. Jupp. I did not realize the F-84 was big enough. What speed 
does it have? 

General Guturiz. I cannot tell you, sir. It is subsonic, I know 
that. 


Mr. Jupp. I thought it was one of the older models that were 
slower. 

General Gururig. It is the same field as the F-100. It is slower 
than the F-100 and has a somewhat shorter range, but it still is 
a very serviceable aircraft. 

Mr. Jupp. On page 11, Mr. Jandrey, your sentence, 

The essential consideration which motivates our policy with respect to Yugo- 
slavia is not whether we agree with that country’s political and economic 
philosophy, but whether we want Yugoslavia to be able to stay independent. 

Do you consider seriously the possibility that a Yugoslavia; ap- 
parently independent, can be more dangerous to us, than if she were 
as plainly under the complete control of the Soviet Union as are 
Rumania, Hungary and Bulgaria? 

Mr. JANDREY. No; I would say her independence is in actual fact 
an asset for us. That is, what has happened in other parts of Eastern 
Europe and what may happen in the future can be very directly 
connected with what happens in Yugoslavia and in Poland. 
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Mr. Jupp. You say “It is therefore clearly in our interests to provide 
such assistance.”’ 

It has never been clear to me that it isin our interest. ‘The more the 
Soviet Union can carry on the pretense that it is not dominating a 
colonial empire, but that countries can be independent and still go 
along the ‘ ‘socialist” way, improve their standards of living, indus- 
trialize rapidly, avoid the recessions allegedly inevitable under the 
capitalistic system, the more Yugoslavia becomes a kind of show- 
window which they can use to great advantage. If they can make 
people believe that Yugoslavia is really independent whether or not 
it is actually independent, they can make communism more attractive 
than if communism is in the form of complete terroristic control from 
the top, from the Kremlin. 

Mr. JANDREY. I appreciate what you say, Mr. Judd, but I think the 
fact is that Soviet Russia has never looked at it that way. They have 
looked at it purely and simply, from the standpoint of the domination 
of a bloc of countries. 

Mr. Jupp. Well, Stalin did, but I am not sure about Khrushchev. 
Perhaps it is his secret weapon to make us and others think he is 
encouraging national independence. Such an impression—the ap- 
perent independence of Communist countries, Communist China, 

ugoslavia, Poland, whatever they may be, can be more dangerous, 
more insidiously attractive to the gullible in the free world than the 
old kind of Soviet control which is so raw that everybody recoils from 
it. 

Mr. Janprey. If he had thought that, it would have been much 
better for him not to have gone into Hungary. 

Mr. Jupp. Who? 

Mr. Janprey. Khrushchev. Because the Hungarian action itself 
was enough to belie, actually, any such thought on his part—— 

Mr. Jupp. I think that was true when Hungary revolted. Hun- 

ary forced his hand. It exposed that he never had really abandoned 
Stalinism—he had merely pretended to abandon Stalinism in order 
to get himself dressed up in the cloak of respectability, but actually 
in practice he is just as thoroughly Stalinist as Stalin was, and Hungary 
forced Khrushchev to reveal that fact. 

But, without the Hungarian revolt—and with Yugoslavia and 
Poland apparently more or less independent, and Uncle Sam assisting 
them—he could have made it look a great deal more attractive than 
it is and I still have my fingers crossed on whether this independence 
of Yugoslavia is as real as it appears. 

[Security deletion.] 

Mr. Jupp. You speak of the strains in Eastern Europe and yet we 
are encouraged to help relieve those strains, as for example, by our 
assistance for Poland. I would prefer to encourage those strains. 

On our aid to Yugoslavia, you assumed there were but two courses: 
that we either had to aid Tito or he would go back to Stalin. But 
he could not go back to Stalin. His neck would have been cut off. 
Stalin never forgave anybody. 

There were 3 possibilities, it seems to me, not just 2: One was our 
aid to help him stay in power, supposedly independent; two, go back 
to the Soviet Union. 

Three, 

(Security deletion.) 
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Mr. Jupp. Of course, I do not think evolution in a Communist 
country is possible. Certainly they don’t think so. 

Mr. Futron. I wanted you to yield to put on the record that I 
disagree with those positions. There are those of us in the committee 
who feel that the policy should be to develop the people within these 
satellite countries who will be favoring the west and to give them 
encouragement so that they themselves will gradually work away 
from the Communist dictatorships and firm control. 

(Security deletion). 

Mr. Futron. Would you yield again for an answer to that? 

Mr. Jupp. Sure. I am not insisting on this view. I have never 
been completely clear on it in my own mind. 

Mr. Futton. The question comes up whether action for freedom 
must always be by severe revolutionary action such as Hungary, or 
whether it can be accomplished by a force of gradualism where the 
people who wish freedom are basically the workers, and who, in the 
long run, may control, see the light and throw off their suppressors. 

Mr. Fascexu. Will the gentleman yield at that point? 

Mr. Futron. I am going to say something about the doctor and 
then I will. 

You see, my friend, Dr. Judd, while he is a former medical mis- 
sionary, is nevertheless one of my favorite revolutionaries. He looks 
at this problem of captive peoples in the light forcing everybody into 
the position where life becomes so hard that they must then revolt 
and try to throw the tyrants off by foree—— 

Mr. Jupp. No. 

Mr. Futtron. Where some of us feel we should help with food, and 
so forth, even in the satellite states, I ran into no unofficial person at 
all in Yugoslavia, and I saw many people there in the days I was 
there, who was not very prowestern. 

(Security deletion.) 

Mr. Jupp. I think, Mr. Fulton, you ought to let me state my own 
position. I do not admit that it will lead to violent revolution. I do 
not think any of these countries are likely to be freed by violent 
revolution. 

Mr. Futon. I do, by both quick revolution, as well as gradual 
evolution. 

Mr. Jupp. The best hope is in encouraging them to resist in nega- 
tive, passive ways until the regime at the top is either weakened or in 
such trouble that there is a quarrel. 

(Security deletion.) 

Mr. Jupp. If free nations will just stand together resolutely during 
this period when the tyrants are still strongly in control of their own 

eoples, so that they do not dare start a war, I believe the urge to 
reedom among the captive peoples, if we are intelligent enough to 
build it up, will bring a day not too far away, when the dictators can- 
not start a war. Now they have too much respect for our power; 
then they will have too great fear of their own people. 

Mr. Futtron. May I hope that you do not apply your foreign-policy 
principles to the conversion of sinners in the churches because under 
that policy you would lock sinners up in the churches until it got so 
bad they would finally get converted and say, “All right, we give in.” 
But actually you do not put them all together, locking up the good 
with the bad, and wait for it to get worse either in foreign policy or 
conversions. 
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Acting Chairman Morean. Thank you very much, gentlemen. 

The committee stands adjourned until 2:30. 

(Whereupon, at 1:45 p. m., the committee was recessed, to recon- 
vene at 2:30 p. m., the same day.) 


AFTERNOON SESSION 


The committee reconvened at 2:50 p. m., in open session, room 
G-3, United States Capitol, Washington, D. C., Hon. Thomas E. 
Morgan (acting chairman), presiding. 

Acting Chairman, Morean. The committee will come to order. 

We have with us today Mr. Smith on a continuation of the con- 
sideration of the Mutual Security Act of 1958 which includes authori- 
zations for the fiscal year 1959, in open session. 

Mr. Smith has a short statement which he wants to read before we 
ask questions. 

Mr. Smith. 


STATEMENT OF HON. JAMES H. SMITH, JR., DIRECTOR 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Situ. I am here to discuss certain criticisms about the opera- 
tion of the economic and technical aspects of the mutual security 
program. These have been accumulating over the past several years. 
I welcome the initiative of this committee and its staff in seeking to 
get to the bottom of these charges. The committee, in doing so, is 
performing an important service in terms of achieving clearer public 
understanding of the program. I am glad to have an opportunity to 
cooperate with you. I would also like to take this opportunity to 
correct an impression given by some of the press last week. These 
criticisms did not necessarily originate in Congress—they have mainly 
been sent in to various Congressmen who have then properly asked 
for explanations. 

The committee staff has accumulated and referred to us 85 items 
which have been mentioned in the press and elsewhere. A few of these 
items cover more than 1 such question or charge so that, in total, there 
are 88. 

ICA has tried to develop the facts on each point. We have prepared 
and distributed to the committee a lengthy memorandum containing 
comments on each of them. I did not want to rest on previous 
responses to the same charges, so I have had a new review made of the 
facts of each situation in Washington and in the field where necessary. 
This has not been an easy task since the questions involved range from 
broad matters of national policy to specific details about what hap- 
pened to various items of equipment, some of which were delivered by 
agencies which had no connection with ICA or any of its predecessors, 
as long as 12 yearsago. In some cases, the locale of the alleged action 
was not even specified so that we have had to comb our worldwide 
program to try to find what the questioner might have had in mind. 

All of this has taken a good many man-hours, but I think it will 
have served a useful purpose if it helps this committee and the 
American people to sort the wheat from the chaff and permit discus- 
sion to focus on the purposes, accomplishments, and problems of this 
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program. Also, I feel strongly that our people im the field are entitled 
to a proper defense here. 

I think the comments on the questions speak for themselves. I 
will be glad to answer further questions from the committee on any 
of the items. 

Since these comments involve a considerable bulk of paper, I have 
tried to make a rough analysis of what these questions, charges, and 
implied charges come down to. 

L am glad to be able to report that, as far as we can determine, 
in the whole list of 88 charges or criticisms, there is not 1 item which 
represents a case of misuse or mismanagement of mutual-security 
funds where full corrective action either had not already been taken 
or is not now being undertaken to the best of our ability. 

In well over half of all of the cases—48 out of the total of 88, accord- 
ing to our reckoning—the reported criticism is clearly erroneous. This 
includes a few cases where, as far as we can determine, the reported 
events never took place. This includes such famous items as the 
supplying of dress suits to Greek undertakers, toothpaste tubes to 
Cambodia, and the iceboxes to Eskimos. 

Next in this group are nine charges of activities which were carried 
on by agencies not connected with the mutual security program, ICA, 
or any of its predecessors. To take one example, there was an oft- 
repeated case of a large depot of medical supplies which a congressional 
group saw in Laos. The distinguished member of this committee on 
whose report this charge was}based‘has’said: 

That report came from me. It never was suggested that those were stores 
purchased from American funds. We never said that. Somebody added that 
on to it * * * We were putting no American aid in at that time * * * 

Yet, within the last few weeks, the charge has continued its rounds— 
repeated in complete good faith, I am sure—due to our inability to 
overtake the story with the fact. 

Moving along in this group of erroneous charges, there appear to 
be 15 cases m which the facts reported are wrong and 21 cases in 
which more or less accurate facts have been misinterpreted. In these 
cases, I believe the correct facts or the correct interpretation would 
substantially eliminate the criticism. 

To take 1 example of a misinterpretation of facts, there is the oft- 
repeated story of the $128,000 cowbarn in Lebanon which was re- 
ported as having been built “to demonstrate to farmers living on $100 
a year or less what they should provide themselves with in the way of 
‘cowbarns.”” The cost cited was a somewhat exaggerated version of 
the cost to the United States of a project—and, incidentally, a highly 
successful one—for introducing modern dairying practices in the 
country. It involved all of the improvements in the dairy research, 
demonstration, and extension facilities at the leading experiment 
station in the country, including breeding stock, and the barn as oaly 
one of a number of structures involved. The barn was not intended 
as a model for local farmers. It was part of an experimental station 
such as all of us are familiar with throughout the United States. 

There is the report that United States bulldozer operators in 
Cambodia received $20.25 an hour, plus other perquisites. <A 
checkup reveals that the actual basic pay is $3 to $3.25 an hour, plus 
usual provisions for overtime and a small bonus for extended service 
in Cambodia, and not $20.25 an hour. Here, once again, the original 
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charge goes rolling around and around in speeches of the critics of the 
program, and the true facts never seem to be able to catch up. 

Moving on to the remaining 40 charges in which the facts do relate 
to ICA and are reasonably accurately reported and interpreted, we 
find that 28 of these are cases where there is a genuine question of 
judgment involved. These range from broad questions of public 
policy, like why we are helping people abroad to increase their agricul- 
tural production for domestic consumption while there are unsolved 
agricultural problems in the United States, to questions of economic 
or technical judgment, like whether or not it isa justifiable expense to 
help Afghanistan establish air communications with the free world 
before its internal ground-transportation problems have been solved. 
In each of these cases, ICA or its predecessors took the action for 
which we are criticized on the basis of the best political, economic, and 
technical advice it could obtain. In reviewing these cases, at this late 
date, it seems to me that the judgment used was pretty good, and that 
the actions taken were necessary and desirable in carrying out the 
stated objectives of the program, and did serve to advance the inter- 
ests of the United States and the free world. The critics, with the 
benefit of hindsight, have reached contrary judgments, and we wel- 
come the criticism and will certainly apply it to our future thinking. 

Finally, we come to 12 out of the 88 cases in which our reexamination 
does indjcate that there was actual misuse of mutual security funds. 
In 6 of these 12 cases, full corrective action has long since been taken 
by ICA, and had been instituted before these publicized charges were 
made. Yet, again, the stories are repeated as if they were happening 
today and as if no action had been taken to correct them. For ex- 
ample, in the case of the Indian grain-storage project, the charge 
runs as follows: ‘‘We gave India $1,539,000 worth of prefabricated 
steel to erect grain silos and warehouses in 1954. Meanwhile, ICA 
approved a gift of an additional $4 million for 600 more warehouses, 
in spite of the fact that the Indians had not gotten around to putting 
up the original buildings.’’ Actually, there was a delay in erecting 
the first group of structures. This delay has now, finally, been cor- 
rected. Meanwhile, almost a year ago, ICA withdrew its under- 
taking to supply additional grain-storage buildings because the first 
group had not been promptly utilized. Yet, on January 28, 1958, on 
its front page, a highly reputable United States newspaper repeated 
the whole charge, verbatim. I do not blame the newspaper. 
feel we are largely at fault, ourselves, in not answering these charges 
more promptly and positively. We will do so in the future. 

This leaves us six cases of problems which ICA has recognized and 
which we are striving to correct, but where we have not yet been wholly 
successful in doing so. Most of these cases involve situations in 
which ICA’s efforts to assure the proper use of every dollar of the 
funds made available to us have run up against either deeply imbedded 
ways of doing business in some countries or a complete lack of famili- 
arity with the handling of Government funds in others. 

In the first case, we cannot suddenly impose a complete American 
system of checks and balances on the country and expect it to become 
fully effective. In the second case, we are dealing with 20 new coun- 
tries—countries which have a very small educational base, have only a 
few trained public administrators, and yet have urgent public require- 
ments to get things done. We must be tolerant—we must understand 
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their problems. This is the very essence of our job—to enable those 
people who have gained political independence to match it with 
economic independence and to take their place in the free world. 
Twenty years ago, no one would have believed there even would be 20 
new nations—yet today some of us take them for granted and expect 
them to have all the characteristics of nations which have existed for 
centuries. 

In summary, let me emphasize that, in indicating that most of the 
general and specific charges we have reviewed at the request of the 
committee do not hold much water; I am not, in any way, trying to 
imply that there are not many things in the program which are 
worthy of criticism. It would be too much to expect that any opera- 
tion so large and so complex, operating all over the world and spending 
billions of dollars in activities which are frequently unprecedented, 
over a period of 10 years, would not have done quite a few unwise or 
uneconomical things. 

I and my staff are most anxious to discover these errors where they 
still persist, and to do everything we can to correct them. We have 
developed elaborate—perhaps too elaborate—procedures of clearances 
and checks and audits and evaluations to try to avoid such errors and 
correct them where they occur. Despite all of this, we still can—and 
will—err. I, therefore, welcome responsible criticism of the program 
from any source. 

Incidentally, I would like it to be as specific as possible and to be 
delivered as promptly as possible. 

The overriding fact here is that we—the United States—have 
undertaken a very difficult task. It is going to take the combined 
skill of many in all phases of government and private life to handle it 
and it must be handled well beeause the keystone today of our struc- 
ture of a peaceful world lies in our ability to work successfully with 
other nations, large and small, as well as to do so in a manner which 
will hold the confidence of the American public. 

Thank you very much, Mr. Chairman. 

Acting Chairman Morean. Thank you, Mr. Smith. 

[ want to take this opportunity to thank you in behalf of the 
committee for the clarity with which you have answered these ques- 
tions. 

They were prepared by the committee staff and submitted to you 
on February 25. A supplemental list was sent to you on March 1, 
and I think you have done a magnificent job in getting the answers 
back up here so promptly. 

This document, even though it is big, will be very valuable to 
members of the committee in answering some of the criticisms of 
this program. 

I have no questions. 

(The material referred to appears on pp. 837-892) 

Mr. SmirH. I would like to pass your thanks on to the members 
of my staff who put many hours of work into getting this document 
ready. I think they really did an excellent job. 

Acting Chairman Morean. I know many hours must have been 
spent in preparation. 

Mr. Vorys. Mr. Smith, when a man bites a dog, that is news and 
when an agency answers and invites criticism, that is news. 
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You have spoken of the initiative of the committee and we are glad 
to accept your congratulations on that, but I want to congratulate 
you upon your own initiative for launching this analysis before the 
committee questions ever got to you. 

Now, we are going to find out whether truth, the tortoise, can ever 
catch up with rumor, the hare. I hope that Operation Catch-up is a 
success. 

Thank you very much. 

Acting Chairman Morean. Mr. Carnahan. 

Mr. CarnaHANn. I want to express my sincere appreciation for the 
work that has gone into this volume. I hope we can get a little of it 
into our heads. 

I would like to ask if it would be possible, and if you think it would 
be valuable if members of the committee—or some members of the 
committee at least—had a rather brief analysis of what the program 
is in every one of the countries in which we have had a program. 
Could that be gotten together for us? 

I would like to have an explanation of the program on not more 
than two pages for each country. There are so many questions come 
up that we need to answer that I feel we ought to have something 
that we can turn to rather quickly. 

You can well say that we have been supplied with volumes of infor- 
mation. - 

That is true, but we don’t have time to summarize adequately all 
the available information. 

It would be very valuable to me to have as much information as 
could be gotten on two pages of what the program had been in every 
country in which we have had programs, and what we were trying 
to do and what we have accomplished. 

Mr. Smirx. Well, I am very sympathetic, sir, with your thought. 
There is so much information on edt one of these countries that it is 
hard to absorb it all and then be able to explain it quickly to someone 
else. I would like to take a shot at reducing the projects, past and 
future, in one country to two sheets of paper, but I think it would be 
extremely difficult. 

Let me have a run at it and we will see what we can come up with. 

Mr. CarnaHan. I wish you would. 

We could accept four to a country if necessary but again, we get so 
much material that it loses some of its usefulness. 

Mr. Sorru. I feel very much the same way. I think this year we 
have produced less paper here for the committee to read than we have 
done in years past, but I still feel we are overwhelming you to some 
extent. If we could come up with a formula that would provide you 
with the essential information in brief enough terms to make it clearly 
understandable, we will do our best. 

Mr. CarnanHan. The nature of the projects in a country and the 
approximation of the amount of money we had spent and perhaps 
what we were attempting at the present time would be helpful, as far 
as I am concerned. 

That is all, Mr. Chairman. 

Acting Chairman Moraean. Mr. Merrow. 

Mr. Merrow. I have no questions, Mr. Chairman, but I do want 
to thank Mr. Smith for the fine piece of work he has done in presenting 
this document to the committee. It is ample evidence that those who 
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have been throwing around statements that have no basis in fact, and 
have been presenting only part of the situation without telling the 
whole story, have been indulging in what I call Operation Misinforma- 
tion and Misrepresentation. I think this will go a long way toward 
dispelling the ridiculous, the reckless, and the irresponsible charges 
that are made against the program. 

Thank you. 

Acting Chairman Morean. Mr. Selden. 

Mr. Setpen, Thank you, Mr. Chairman. 

Mr. Smith, I think your statement today and the answers that you 
have given will be very helpful to those of us who have supported this 
program in the past. 

I am particularly pleased with your statement that in the future 
charges that contain misinformation will be answered more promptly 
and positively. 

When charges that are made in the newspapers go unanswered the 
public assumes—and has every right to do so—that those charges are 
correct. Therefore, I hope you will follow through on that particular 
phase of it. 

I would like to ask a question or two in connection with question 
No. 2 in the booklet that you have given us. 

Mr. Vorys. Would the gentleman yield at that point? 

Mr. SELDEN. Yes, sir. 

Mr. Vorys. I think when we are going to ask Mr. Smith and his 
agency to come up with public answers in newspapers or anything that 
smacks of propaganda on behalf of the agency we are going to find 
that there are limitations in the law as to the amount of time and 
money they can expend. All they can do is inform the various com- 
mittees and Members of Congress as to the facts and I think it is 
pretty much up to the Congress to carry on any publicity campaigns 
along this line. 

Mr. Sreutpen. You will notice that on page 6 of Mr. Smith’s state- 
ment he says: 


I do not blame the newspapers. I feel we are largely at fault ourselves in not 
dealing with these charges more promptly and positively. We will do so inthe 
future. 

I was simply commending him for that statement and urging him 
to answer any accusations that are incorrect. I assume that any 
answers he gives will be within the law and under the regulations of 
his department. 

Mr, Jupp. Will the gentleman yield? 

Mr. Seven. Yes. 

Mr. Jupp. If he has something he wants answered, if he will call 
us up and suggest that we ask him a question, we will be glad to do it. 

Mr. Seipen. We will be glad to get it in the record. Question 
No. 2 in your compilation states that Eugene Castle alleges that 4 
years ago there were less than 10,000 employees on the pay roll and 
today there are almost, twice that many. 

I note from your figures that while his figures are not correct, he has 
given incorrect figures that actually there has been an increase. 
Instead of an increase of 9,000 employees as he states, there has been 
an increase of more than 12,000 employees. 
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In reading your explanation, you indicate that the primary reason 
for the increase of ICA personnel is the increase in personnel under the 
technical cooperation program. 

Could you give us any definite figures on the increase of personnel 
in that particular program from 1953 to 1957? 

Mr. Suir. You are asking for the increase in technical cooperation 
personnel between 1953 and 1956? 

Mr. Setpen. Between 1953 and 1957. That is the period covered 
by question No. 2 and the figures that you have given in answer to the 
question. You point out that this increase from 6,500 employees on 
the 31st of December 1953, to 10,928 employees 4 years later is due 
primarily to the increase in total personnel in the technical cooperation 
program, and I asked whether or not you could give me the exact 
figures on the amount of increase in that particular part of your 
organization. 

Mr. Situ. I do not have those figures with me but we can submit 
them this afternoon. They are readily available at the office, I am 
sure. 

(The information is as follows:) 


From December 31, 1953, to December 31, 1957, the number of American 
overseas program employees of ICA increased from 1,835 to 2,930 or a total 
increase of 1,095. 


Although technician costs are charged to the proper appropriation involved, 
the statistics relative to each appropriation are not readily available as of each 
ealendar year end. It is estimated that for the calendar years 1954 to 1957, as 
now, 9 out of 10 ICA program employees were chargeable to technical cooperation 
activities. This would mean that about 1,000 of the increase of 1,095 is attribut- 
able to technical cooperation activities. 

Mr. Sretpen. In 1953 the ICA budget was $1,914 million, which 
was administered by 6,500 employees. In 1957 the budget dropped 
to $1,749 million but the employees increased some 65 percent. 
Although I have read your explanation, it seems to me that a 65- 
percent increase in personnel is in excess of what it should be, and I 
would like more detailed information on the increase if you could 
give it to the committee, either now or later. 

Mr. Situ. The reason for the increase in personnel, which seems 
unconnected with the amount of dollars available, is the fact that the 
type of work we have been doing is changing and we have been going 
more and more into project types which require people, whereas the 
earlier work did not require people. 

Now, here is a chart showing the technical personnel from 1955 up 
until June 1957, and then this is a projection, I believe, and the 
contractor technical personnel. I do not know whether this chart 
will answer your question or not. 

Mr. Sretpen. Possibly so. As I pointed out earlier, you said in 
your statement that the increase in total personnel was due primarily 
to the fact that there has been an increase in the number of employees 
under the technical assistance program. If you do not have the 
figures available, please make them a part of the record. 

Mr. Smirx. This graph does not show that kind of a breakdown so 
we will have to break it down your way and give it to you this 
afternoon. 

(The information is as follows:) 


There has been a marked shift in ICA programs during the period from the 
close of fiscal year 1954 to the close of fiscal year 1957 to project aid, which re- 
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quires far more technicians than does nonproject aid. For example, project aid, 
which includes all technical cooperation activities, as well as projects under 
defense support, special assistance, etc., increased from fiscal year 1954 to fiscal 
year 1957 as follows: 


. i ati 
Total | Project aid 
| obligations | . 


Project aid 





Millions | Percent 


Millions 
Fiscal year 1954. Do coc nila coat bs . ie 2, 081 227 10.9 
Fiscal year 1957_- =e . ; ae 1, 468 518 | 35. 3 





The dollar increase in project aid was $291 million, a percentage increase of 
128 percent. 

The technical cooperation program accounts for approximately 86 percent of 
ICA’s total personnel strength, although appropriations for the carrying out of 
such programs represent only about 8 percent of total funds made available for 
the economic aid program. Obligations incurred under the appropriations for 
technical cooperation have increased each year and this accounts in part for the 
corresponding increase in personnel. For example, obligations of technical 
cooperation funds, excluding contributions to international agencies, were 
$107,339,000 in fiscal year 1954; $113,676,000 in fiscal year 1955; $126,889,000 
in fiseal year 1956, and $129,185,000 in fiscal year 1957. In addition, program 
requirements under the technical cooperation programs have caused a pro- 
gressively larger proportion of available technical cooperation funds to be spent 
for direct hire United States personnel. In fiscal year 1954 only 17.9 percent 
of the appropriation was used for United States personnel. By 1957 this per- 
centage had increased to 25. 


These factors may be seen operating clearly in two illustrations: During the 
period from December 31, 1953, to December 31, 1957, the number of African 
country programs has doubled, with the number of program personnel increasing 
some 200, from 105 to 301. Similarly, during the same period, the buildup of 
Latin American technical cooperation activities doubled ICA program personnel 
in three countries, Bolivia, Brazil, and Guatemala, from 122 to 254. On the other 
hand, program personnel in European missions decreased by 104 during this 
period. 

Mr. Setpen. Thank you. 

Acting Chairman Morean. Dr. Judd. 

Mr. Jupp. Mrs. Smith, let me pursue for just a minute the question 
Mr. Selden asked and then ask about some other things. 

That shift from commodities and things to persons was done in 
part at the insistence of this committee. 

One year, perhaps before you were here, Mr. Selden, they came up 
with a program labeled technical cooperation, point 4, as I recall, in 
the amount of $150 million, and when we analyzed it, it came out that 
about $135 million of it was really the Marshall plan type of aid, 
commodities, and only about 15 percent of it was technical assistance 
in the way the committee had visualized point 4 as it was originally 
set up under Dr. Bennett. 

We reprimanded them in our committee report, and in public, for 
that, and said, “Get out of the commodity business and make the 
primary contribution through American persons sharing their know- 
how, and so on.”’ 

So I would be disappointed and critical of ICA if there had not been 
that shift to a larger number of persons in proportion to the total 
amount of money spent. 

Mr. Vorys. Would the gentleman yield? 

Mr. Jupp. Yes. 

Mr. Vorys. Furthermore, statistics show when you increase your 
technical assistance and know-how, then you can, with safety, reduce 
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the other side of it, so you end up neat with furnishing know-how 
instead of a whole lot of “things.” 

Mr. Seipen. I am simply attempting to get the figures to show 
that that has been done. 

Mr. Jupp. I think that was helpful. I did not criticize your 
question. 

Mr. SeLpEN. Assuming Mr. Smith’s statement is correct, those 
figures should show that the increase in personnel was in the field of 
technical assistance rather than in other programs. 

Mr. Jupp. In the beginning we had to prime the pump and furnish 
the commodities, but the measure of our success is that they are now 
able to produce more and more of the things that we had to supply in 
the first instance, if for no other reason than as models for thane to 
adopt or reproduce. 

Mr. Seven. Department of Defense personnel administering mili- 
tary assistance has almost doubled in the 4-year period from 1953 to 
1957. 

Mr. Jupp. In the military assistance? 

Mr. Setpen. That is correct. 

Mr. Jupp. To a certain extent that is for the same reason. In the 
beginning we had to furnish hardware. After we got the first hard- 
ware furnished, we supplied more and more persons for training. 

Now,-I do want to commend you for your forthright handling of these 
attacks. It seems to me there are two major injuries that can come 
to the program out of all these criticisms. a is that, as you say, the 
answer never catches up with the charge and people are misled. And 
there are more of them in our country now who swallow these criti- 
cisms than every before. 

The second possible bad result is that more and more your people 
may be afraid to take the chances they ought to take in making deci- 
sions. Taking a chance may mean criticism for a mistaken decision, 
but it may also mean saving a country in a crucial moment. 

The real point, as Mr. Carnahan was pointing out, is that not a single 
country where we have been giving this kind of aid has fallen behind 
the Iron Curtain. Without this program, I think the United States 
would be standing alone in the world, with perhaps part of the Western 
Hemisphere. 

We have lost some blood in it. No doctor can ever operate without 
losing some blood, but if he saves the patient, the patient can rebuild 
the blood. 

Nobody has been more critical than I have of waste or mistakes in 
judgment. But it was not because I wanted to destroy the program, 
but because I wanted to make it more successful. 

Mr. CarnaHANn. I would just like to say that Iran is a striking ex- 
ample. 

Mr. Jupp. I think it is a brilliant example. 

Mr. Carnanan. A brilliant example, if you like that word better. 

Mr. Jupp. If you had not had a fellow there who was a plunger to 
a certain extent, we would probably have lost Iran. He took a big 
chance and he has taken an awful lot of beating, but it was on the 
whole a remarkably successful operation, As they say in war, “This 
will either get me a Congressional Medal or a court-martial and dis- 
honorable discharge.” 
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Mr. Carnawan. Probably the most successful under the most 
difficult situation is the program in Iran. 

Mr. Jupp. When you first discussed this at the meeting at the 
Statler, Mr. Smith, I think you said there were some 68 or 69 criti- 
cisms. Now it is up to some 88, including those we have supplied. 
Have you had any more? 

Mr. SmitH. This thing has become so molded that I am not sure I 
can distinguish one from the other. I think the 88 embrace about 
every criticism we have. 

Mr. Jupp. There are no more under the table that you know about 
that we do not know about? 


Mr. Situ. Actually, this, to me, is a sort of an ‘Operation Clean 
Sweep,” instead of “Operation Catch-up.” 

g think as long as we have started, we might as well do the whole 
ob. 
Mr. Jupp. I again want to commend you. I think this is the 
kind of approach that will win greater confidence. As my mother 
used to say after a person visited us and left some inhabitants in the 
bed and iy multiplied until we had to take the beds apart every 
morning for the next 3 months and pour kerosene down the cracks, 
“Tt is no disgrace to get them; it is a disgrace to keep them.” 


Mr. Vorys. I found a spot in our 1954 committee report. I want 
to read this: 


Translated into operational terms, it means that funds made available for 
technical cooperation should be devoted to sending our technicians abroad and 
to training local peoples to carry forward the programs which we and they work 
out within the framework of the various programs, 

In the last analysis, it is only through the training of local citizens that an 
economically underdeveloped country can move forward. 


In line with that recommendation, I notice the foreign nationals 
have gone up from 2,031 to 4,858, as shown in your answer to question 
9 


~ 


Thank you. 


(The following information was subsequently submitted for inclu- 
sion in the record:) 


During the period from December 31, 1953, to December 31, 1957, total foreign 
nationals directly payrolled by ICA increased from 2,031 to 4,858. While the 
expansion of existing project programs and the undertaking by ICA of programs 
in new countries have required the employment of additional foreign nationals, 
aimost all of whom are custodial and maintenance workers, a large proportion of 
the reported increase represents transfers to ICA of other United States-supported 
programs, rather than actual increases. There was, for example, no real change 
in the number of foreign nationals employed by the United States Government 
when ICA assumed the work of the Army and UNKRA force in Korea, which 
accounts for the increase of more than 1,200 local employees now charged to ICA 
for Korea. A similar bookkeeping transaction led to the recent transfer of 733 
Vietnamese from trust fund to ICA rolls. 

The shift in program emphasis from Europe to other areas of the world repre- 
sents a significant change in the character of ICA programs in that operations in 
newly developing countries emphasize project-type aid rather than the more 
simply administered commodity-import programs. The project-type aid utilizes 
United States technicians, equipment, supplies, and participant training,’ and 
requires more technical staff to work with and train host country technicians, to 
perform necessary contracting, procurement, and participant training, and to 
sereen projects including engineering review of capital projects. 

Technical cooperation programs have, of course, also contributed to higher 
levels of foreign employees. Expansion in African and Latin American programs 
since 1954 required the hiring of 625 more indigenous workers, and enlarged activ- 
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ities in the Near East and south Asia have necessitated an increase of 485. With 
the dissolution of the former Associated States of Indochina by the creation of the 
independent countries of Cambodia, Laos, and Vietnam, in each of which a sepa- 
rate, sizable program has been established, a local force of 862 has developed. 
These increases in local staffing have been offset to some extent by the decrease 
of 380 foreign nationals employed in Europe during the comparable period. 

Acting Chairman Morean. Are you through, Dr. Judd? 

Mr. Jupp. I am through. 

Acting Chairman Morean. Mr. Coffin. 

Mr. Corrin. Mr. Chairman, I think that in the report, question 29, 
in my copy the question is in connection with Vietnam but that is 
covered with the second question. Should not the opening paragraph 
read “Korea’’? 

Mr. SmitH. On the first and third line Korea should be substituted. 

Mr. Corrin. This is a very helpful collection of charges and 
answers. I think last year we were always fighting desperately to get 
the answers as the charges kept rolling out, through Reader’s Digest 
articles and various committees of Congress. 

However, I think from what you have told Dr. Judd this is every- 
thing up to date that you know anything about. 

Mr. Smit. I now understand there are about 10 more that are not 
completed. They did not come from this committee but they have 
been found during this process of searching. We expect to finish them 
up just as soon as we can. 

Mr. Corrtn. I am interested in the technical cooperation part of 
the program and I wonder what your recent experience has been with 
administrative personnel under our technical assistance program. 
What has been your experience as to turnover? 

Mr. Smiru. I think the turnover rate throughout ICA is far too 
high. J am not quite sure whether it is higher in the technical coop- 
eration side or not. I do not believe so. But I do feel that the 
personnel situation in ICA is not satisfactory, that there are indica- 
tions that this is not considered the best possible place to work. I 
think one of the things that will come out of this very meeting we 
have had here today is a renewed confidence among our personnel 
and a feeling that their work is appreciated, and is not going to be 
continually shot at. 

I think what Mr. Judd has said is very true, that this is going to 
give our people a feeling that they can go out and do a job and not 
worry quite so much about the disastrous things that seem to happen 
to them if they make something that looks like a mistake. 

As a result of this, they will know that they can have their day in 
court if they are ever pee with any failure to carry out their work 
properly. I think this will give the whole organization a considerable 
new impulse. 

Mr. Corrtn. In addition to that, are you undertaking any program 
of appraisal of your personnel problems of recruitment and training 
and retention of employees? Is this a program that is being carried 
on within your administration? 

Mr. Smrru. Well, it is not entirely within my administration. This 
was started before I came to ICA, but I think a great deal more 
attention is being given to the whole personnel problem, the selection 
of personnel for the jobs and the training of them, and we are going 
to want to go into a language-training program here, which is going 
to run our costs up a little bit, I am afraid, because it will mean 
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taking people away from their normal day-to-day work in order to 
teach them the language. 

On the other hand, if we cannot communicate with the peoples 
with whom we are working, and if we do not know their language, 
we are really pretty badly crippled. 

(The following information was subsequently supplied for insertion 
in the record:) 


Detailed data are available on field staff turnover for calendar years 1956 and 
1957. In 1956, there were 757 separations of field personnel, or 22.8 percent of 
the total. Of this number, it is estimated that 680 were technical cooperation 
personnel. In 1957, there were 703 separations, or 21.9 percent. Of these, about 
633 were engaged in technical cooperation activities. 

ICA inaugurated over a year ago a new personnel system, primarily for over- 
seas employees, which has the following features: 

(a) Selection of personnel for appointment, promotion, and placement over- 
seas and in Washington by specialized selection and evaluation panels; 

(b) Periodic comparative evaluations of each employee with others in his 
occupational class as a basis for retention, promotion or assignment to duties 
best suited to his training and demonstrated capacity; 

(c) Systematic advance planning of next assignment of all overseas employees; 

(d) Introduction of a system according personal rank to employees rather than 
tying grade and salary to detailed position descriptions; 

(e) Initiation of a staff development and training program as an integral part 
of an overall career system. Such training contributes to increasing the effec- 
tiveness of all qualified personnel selected for retention in the personnel system. 


Mr. Corrtn. This is a program that has been going on for some 
time and I would hope it would continue to go on quite some time in 
the future. I would think, as we begin to move into this area of 
recruitment and training, it would be with the object of securing more 
professional standards and tenure in the staff and it may well start 
with this collection of charges. 

Mr. Smrru. I am sure I appreciate your remarks and I am sure all 
the personnel in ICA will do so, also. 

Acting Chairman Morean. Mrs. Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 

Mr. Smith, I think without any question that you have made the 
best presentation of your case that 1 have heard during any of the 6 
years I have been on the committee. 

Many of these accusations I had never been aware of. 

However, in my own territory, I find the question to be one much 
more of criticism of policy and of effectiveness of the program. 

I am always interested every year when my very good friend, Dr. 
Judd, brings in his medical guaranty, that while the patient is alive 
there is still hope. To some of us, “‘survival’’ is not enough. 

I have the feeling that, in addition to getting at some of these 
“onats” in the program, we must be willing to strike at some of the 
“camels.” 

It would be well for the administrators of the program to recognize 
and answer some of the major criticisms. 

I happen to be very interested in the technical assistance program. 
Many in my own district are inclined to think that not enough em- 
phasis has been given to it. A definite statement as to how much 
technical assistance has been given and with what results would be a 
good way to meet criticism. 

I also find considerable criticism of the military assistance program. 
A great many people feel that the emphasis is wrongly laid; that we 
are distributing military supplies too largely just for political purposes. 
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From that angle, you face much more than the 88 questions referred 
to. You are facing within the American people the serious question 
of where we are going with this program and what we have accom- 
plished by it. 

I was rather interested in question and answer 4. 

Are there any nations which openly pit the United States and the Soviet Union 
against each other in a bidding operation to purchase their allegiance? 

Answer. The answer to the question stated is ‘‘No.”’ 

I am not in agreement with that answer. We saw in the papers 
this morning, for instance, the statement by Pakistan, protesting so 
much was given to India and threatening to turn to Communist 
sources, therefore, for help. 

I know that the question was raised by leaders in Israel this fall, 
and also in Spain, as to whether United States policy was correct in 
giving so much more to those who did not stand with us than to 
those who did. 

All along the line there are similar questions of policy. 

Incidentally, Mr. Smith, I have had personal evidence that the 
nations of the world—in some cases little nations and quite under- 
standably so—do at least try to pit us against the Soviet Union. 

I think one of the great things that can be said in praise of the 
Secretary of State is that he has stated unequivocably in places like 
Egypt that he would not be bluffed in that way; however, you lay the 
United States open to such questions, when you say to Congress: If 
we do not provide something then the other side will. 

I did not mean to take all my 5 minutes in talking, Mr. Smith. I 
congratulate you on your frank approach; but if you can go further 
in getting enunciation of a policy and perhaps in explaining to more 
people just what we are doing, and why we are putting so much mili- 
tary aid of all sorts in places where perhaps they question its use, it 
would be much better than merely to present answers to the 88 
minor accusations. 

Mr. Smiru. I agree with you very heartily on that and in fact when 
we put the last staple in this book I said to some of the people, ‘Now, 
we can really get to work.” 

I am afraid this is the case. This is rather superficial, or these 
things are superficial that we have been handling here and now we 
have to devote our full attention to the fundamental policies of the 
program and check the effectiveness, whether our objectives are right- 
and this is going to be a continuing process because obviously the 
world is changing so fast that we cannot just sit back and think that 
what we are doing today is necessarily going to be the right thing a 
year from now. 

Mrs. Cuurcu. There is much more reaction among thoughtful 
people to the statement that was made before this committee that 
there had never been an overall audit of our military assistance pro- 
gram than there is to some of these minor accusations discussed here 
today. 

I still think that we have a long way to go. 

Mr. Smiru. I hope that all along during the course of the year we 
can have many discussions on the basic objectives here, because to 


me it is far more important than this particular document we have 
just come up with. 
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Mrs. Cuurcu. Nevertheless, we do thank you for this. 

Thank you, Mr. Chairman. 

Acting Chairman Morean. Mr. Curtis. 

Mr. Curtis. Thank you, Mr. Chairman. No questions. 

Acting Chairman Morean. Mr. Smith, on page 6 of your statement 
in the second paragraph, you say: 


This leaves us six cases of problems which ICA has recognized and which we are 
striving to correct, but where we have not yet been wholly successful in doing so. 


Could you give us an illustration of one of those cases? 
Mr. Surru. If we look at question 29—and I will read the question: 


It has been alleged that merchants in Korea have profiteered as a result of the 
disparity between the official exchange rate and the actual rate for Korean 
currency, 

A. Has this not resulted in a waste of foreign aid funds in that the local currency 
proceeds to the United States from the’sale of our goods have been lower than they 
should be? 

B. Have local merchants in fact profiteered? 

C. What has been the extent of these windfall profits? 


I will go ahead and give the full answer here. 


The Korean Government, with the advice and assistance of the United States, 
has taken several measures which have had a salutary effect in reducing oppor- 
tunities for windfall profits by importers. These profits, the amount of which 
cannot be readily determined, did for a period reduce somewhat the effectiveness 
of the ICA commodity import program in combating Korea’s chronic inflation. 

However, during 1957, although the windfall profits had not been fully elimi- 
nated, inflation was brought under control. 

The situation that gave rise to windfall profits and the measures taken to deal 
with the problem are described below: 

It must be noted at the outset that profiteering by Korean merchants was not 
and is not involved in a substantial part of the United States aid program, such 
as the supplies and equipment imported for Government projects including power- 
plants, rehabilitation of railroads, and so forth. 

In addition, major portions of nonproject imports are distributed through 
Government channels, reaching the ultimate consumer at prices equivalent to 
or only slightly above the official exchange rate plus the cost of distribution. 

The problem of excessive profits grew primarily out of a major shift from 
Government to commercial procurement undertaken in mid-1956 in order to 
stimulate private business and investment and improve the distribution of im- 
ported commodities. While the exchange rate had been raised in August 1955, 
from 180 to 500 to 1, the prices of many commodities continued to advance, 
permitting importers to realize considerably more than the 500 to 1 paid by them 
for the dollar allocations provided from United States aid. 

This resulted in windfall profits on commodities, such as artificial fibers, paper, 
medicinals and others, for which demand greatly exceeded the supply. 

While further adjustment of the exchange rate would have reduced, if not 
eliminated the windfall profits, the Korean Government has consistently aimed 
at avoiding new devaluation as inflationary. Instead, with the aid of the ICA 
mission the Korean Government has attempted to meet the problem of windfall 
profits in other ways. 

First, it increased initial down payments which importers were required to 
make when applying for dollar allocations. However, prices and profits con- 
tinued to rise and competition among importers for dollar exchange became so 
keen that available funds for certain particularly desirable commodities were 
heavily oversubscribed. 

The Government then, for a period, awarded the dollar exchange available for 
the import of these commodities by the drawing of lots, a system which did not 
succeed in eliminating profiteering and was further criticized as fostering gambling 
and speculation. 

Finally, in the spring of 1957 the Korean Government, at ICA urging, adopted 
a system of awarding the dollar allocations for commodities in greatest demand 
on the basis of the highest offers for the purchase of Government bonds over and 
above the basic payment of 500 hwan per dollar. 











824 MUTUAL SECURITY ACT OF 1958 


Since this system too has certain unsatisfactory features, the Korean National 
Assembly is now considering a bill, drafted with the assistance of an ICA tax 
consultant, which would replace the bond purchase system with a special excise 
tax on aid dollar allocations to importers. 

Meanwhile, efforts continue to improve and expand the bond purchase system 
through administrative action. 

Mr. Jupp. May I comment, first, on your question 20 about this 
road in Thailand. 

The other day after I brought this up here, one of the reporters 
on the way out said, “Don’t let anybody, including fellows in my 
profession, mislead you on that. I have been over that road and that 
is one of the best investments we have made.”’ 

He was a representative of a prominent eastern paper. 

Now, on page 23 I do not think you have answered fully the 
questions raised by our colleague from Indiana, Mr. Adair, when he 
asked about these airplane rides for Arabs to visit Mecca. He asked 
2 additional questions, first, what were the Moslem charities to which 
the funds they paid in as their fares were distributed, and second, 
under what authority of law were those funds, you might say “‘earned”’ 
by the hiring of our planes, distributed to Moslem charities? 

I find no answers to those questions which he definitely raised. 

Mr. Smirn. You are right, I recall now he raised those questions. 

We were not in that action, so to speak, but Mr. Barnes, I think is 
here and is prepared to answer questions. 


STATEMENT OF ROBERT G. BARNES, SPECIAL ASSISTANT FOR 
MUTUAL SECURITY COORDINATION, DEPARTMENT OF STATE 


Mr. Barnes. We were proposing to insert an answer into the record 
at that point in the transcript but perhaps I could speak to it for a 
moment now, since the question has been raised again. 

(See also pp. 690-691, pt. V, hearings on the Mutual Security Act 
of 1958.) 

Actually the commercial airlines operating out there had sold more 
tickets to the pilgrims than they were able to deliver in terms of 
transportation so that you had a large number of the pilgrims who 
had been promised transportation who suddenly discovered that they 
could not get it. 

This, in the opinion of the State Department, created a very serious 
problem and one where our participation could be exceedingly helpful 
in furthering our foreign-policy objectives. 

We asked the Air Force to supply the transportation but it was 
agreed that (1) the United States Government should not receive any 
compensation for this, and (2) it would be unfair to have any of the 
pilgrims discriminated against in that some paid their fare and the 
others did not. 

Therefore, a special Moslem Welfare Committee, composed of 14 
leading Moslem dignitaries and personalities in Lebanon, was estab- 
lished by the Lebanon Government for this purpose; and they received, 
for the purpose of distributing to Moslem charities, the payments 
which had been made to the airlines. 

The payments were not made to the United States Government but 
payments already made to the commercial airlines were turned over 
to this group specifically formed for this purpose. 
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Mr. Jupp. That puts a much better light on it. Because, under our 
laws, once a Government agency receives money, it has to be covered 
into the General Treasury. I am glad you are going to put it in our 
hearing; but, if that book of answers is reprinted, it should be included 
in that also. 

If you do not do so, somebody will say you are holding back informa- 
tion. 

Mrs. Cuurcu. Mr. Chairman, I did not ask the direct question but 
I wondered where the planes came from that were taken into Afghan- 
istan for that purpose? How far did the planes have to come, that 
were used for this purpose and how many pilgrims were transported? 
To make the story quite complete, it would tbe necessary to know that. 

Mr. Jupp. Personally I think it was a smart thing to do if it could 
be done without disrupting other duties, because I know it created 
enormous good will. That sort of personal assistance is tremendously 
appreciated. No religion more than the Moslem religion, except 
perhaps Buddhism, teaches the value of alms-giving. That may be 
an unpleasant phrase with us, but it applies also to helping the traveler 
in need. Jesus told the story of the Good Samaritan to make his 
major point because all through that part of the world they do not 
have well-policed roads, travelers get in trouble, and the one who 
. stops and helps the traveler earns merit and gets good will that all 
kinds of huge construction projects will not win. 

This is understood by everybody and is greatly and deeply appre- 
ciated. 

Mr. Barnes. I was speaking before about the 1952 operation in 
Lebanon. The question by Mrs. Church concerns the 1956 case in 
Afghanistan, I believe. 

Mrs. Cuurcu. Surely they could not have expected in Afghanistan 
to be taken. by plane because there were no commercial planes running 
into Afghanistan at that time; were there? 

Mr. Barngs. It was the beginning. The Afghanistan Airlines had 
been commenced at that time. They had been oversubscribed and 
the Government of Afghanistan requested that one airplane be sup- 
plied to the airlines to help transport the Moslems in that country on 
their pilgrimage to Mecca. 

In view of the inadequate facilities of the Ariana Airlines, the 
United States Government agreed to this request and made a con- 
tract with Pan American World Airways to supply one aircraft for 
this purpose. I do not know where the airplane came from but this 
was a commercial charter operation financed by the United States 
Government. 

Mr. CarnaHAN. What airlines had done the overselling? Were 
they American Airlines or their own native airlines? Or both? 

Mr. Jupp. It says “local airlines.”’ 

Mr. Barnes. I cannot give those names to you. 

Mr. CarNAHAN. I was interested in knowing whether they were 
United States airlines or local airlines? 

Mr. Barnes. The information I have here does not specify that. I 
was under the impression they were local, but my official information 
does not give that, and I would have to put it in the record. 

(The information is as follows:) 


The local airlines involved were Air Liban, Saudi Arabian Airline, and Middle 
East Airlines. 
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Mr. Jupp. The booklet says: 


Local airlines oversold tickets on the normally scheduled and special flights that 
were to take Moslem pilgrims from all over the Moslem world to Mecca. 

Mrs. Cuurcu. The section which Dr. Judd is reading—do I under- 
stand that refers to the operation in Lebanon and not to Afghanistan? 

Mr. Barnes. Yes. 

Mr. Jupp. The one on Afghanistan says: 


Supplied an airplane to the official Afghanistan Airline. 


Apparently you chartered or you hired a plane from Pan American 
to go in and bring them out. 

Incidentally, on the question of why we should be helping build up 
air transportation in Afghanistan when there is not yet ground 
transportation, I think the answer to that is very easy and obvious. 
When we go into a new country, are we going through all the stages 
we went through in America last century, first the stagecoach and 
then the Toonerville trolley and only then move on to the airlines? 

They will skip an awful lot of the steps we took in our country and 
believe me, it is cheaper to build air bases, a great deal, than to build 
roads there. 

Acting Chairman Morean. Mr. Fulton. 

Mr. Futron. I am glad to see Mr. Smith here and I am glad to 
have these explanations. 

I might say my questioning will not be on the religious aspects. 
Some of us on the committee leave that questioning to Mr. Brooks 
Hays who is the president of the Southern Baptists in this country 
and is their local Aga Khan on this committee. I believe instead of 
Mr. Hays being weighed annually in diamonds and having them 
given to him, he gets the same thing from Arkansas in cantaloups. 

Of course, with Dr. Judd, here, I again pay my respects to our local 
representative of the C ongregationalists. We leave the religious 
matters to each of these gentlemen and they come to work every 
morning as Mr. Richards says, on a cloud, and the rest of us are more 
pedestrian. 

Mr. Jupp. I just shifted my missionary efforts from China to here, 
where they were more needed. I know I did some good out there. I 
am not sure, here. 

Mr. Fuuton. I would like to ask a few questions about the proposals 
for 1959 from your agency 

There has been talk generally of the program as if it was a throw- 
away, scatter-money program. 

In your opinion, are the figures that are being submitted for the 
program for fiscal year 1959, rockbottom figures so that we can go to 
the Congress on the House floor and say that in our judgment, this is 
an economy program and a program that can be trusted? 

Mr. SuitH. Yes; I think that statement is fully justified. We have 
gone over this thing extremely carefully, recognizing that there are 
some unforeseeable contingencies that might come up in here that 
might change the conditions in the world but certainly projecting the 
world as it is going, today, this amount of money that we are asking for 
is a proper amount and will be properly used ard should not be reduced; 

Mr. Futon. Having worked on various Government levels for 
sometime it is always interesting to me to know what the first budget 
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estimates were by your agency, and then how much you have cut your 
own budget figures in coming to this current presentment figure. 

Could you give us some estimate? How much reduction from an 
overall figure that had first been proposed you have, to show us what 
you have done by way of economy? 

Mr. Smiru. I do not think I can give you a proper picture of that 
because the figures had been worked up to a certain extent before i 
even took office. 

My recollection is not good enough at this moment to know where 
my own personnel had brought about a reduction. 

Mr. Futton. What have you personally done to see that these 
figures are minimized rather than maximized? 

Mr. Smiru. Well, I looked over them just as carefully as 1 could 
with the amount of knowledge I had available to me at that time. 

I took a number of items and checked them individually to see if 
they were padded in any way and was reasonably convinced along the 
line that this was not the case. 

Mr. Futon. So that you can assure us from your own investiga- 
tion, then, that you are fully behind these figures and that they are a 
rockbottom figure for submission to the Congress? 

Mr. Smiru. There is no question about that in my mind. There 
is only one question I have outstanding. As you know, the pipeline 
was reduced a great deal last year and we are working on the assump- 
tion that that is the minimum pipeline. 

Now it may be too little for all 1 know. We hope that is not the 
case but we certainly do not have a pipeline that is overexpanded as 
might have been the case a year or so ago which permitted a certain 
amount of cutting. 

Mr. Futon. Do you believe that any substantial cut, or large cut 
in the proposals for the fiscal year 1959, on this foreign aid program 
would be a disservice to the United States and to our own United 
States security? Or is there leeway for cutting this program to save 
the United States taxpayers’ money? 

Mr. Smiru. I do not see how you can cut a substantial amount out 
of this request without having to put your finger on some country 
that you are willing to lose. 

I think that is the situation in which we are today. I do not think 
you can make a cut and just say, chip 5 or 10 percent off every country 
along the line. I think, if you make a cut, if it is of any size at all, 
you had better decide what country you are going to let go. 

Mr. Futon. So you say really a percentage reduction is not feasible 
in this program but that it would have to be a decision of strategy. 
The decision would be taken that would make a much greater risk in 
losing a country to communism and damaging our United States 
security. Is that your position? 

You are saying it is not possible to make a reasonable percentage cut 
across the board but you would really have to look and see where you 
are going to increase the risk? 

Mr. Smiru. Yes, that is a good description of the situation. 

I think it is always possible to shorten up your chain of command in 
your own administration. You might be able to save a certain amount 
of money there, but if there is any decrease in the effective effort in 
the countries with which we are working, then we are increasing the 
risk right along the line. 
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Mr. Fuuton. Is there any area where you think the funds are too 
great in this program, so that funds for that particular area could 
be cut on a geographical base, as you say? 

Even taking the type cutting we spoke of, is there any such cutting 
that could be made in the program? 

Mr. Smrrx. When you speak of areas, you speak of the military 
areas as distinguished from the economic. 

Mr. Fuuron. I am talking about geography. 

Mr. Surrx. No, I do not believe it is possible to say that one area 
has more than sufficient funds to justify a cut there without increasing 
the risk. In other words, I do not see that under the present program 
we have money in one country or one political area that could be 
shifted to another. 

Now, of course, there are contingency funds here that are not 
allocated and I assume that you realize those have to be available for 
the unforeseeable. 

Mr. Futron. But they are moderate enough in amount that you 
feel in your judgment they are reasonable and necessary? 

Mr. Sairu. I certainly do; yes, sir. 

Mr. Futron. When we are carrying on this kind of a program 
abroad, will you be following up with audits and with testing by 
sample and likewise with inspection by teams going out to inspect in 
the field to see that the programs are well run as they progress and 
to see that there will be little inefficiency and if there is anything wrong 
with the program, it will be corrected quickly? 

Do you keep a close followup on these programs? 

Mr. Surrx. This is essential to the management of the business. 
You must have a careful check from a financial audit point of view 
and this will be a continuing process. 

You must also have a basic evaluation of both the objectives and 
the effectiveness of our work in achieving those objectives, and this 
will go on throughout the years. 

You know we have the auditing people continually in the field, now. 

They are backed up by the General Accounting Office of the Govern- 
ment and we have evaluation teams looking at the general nature of 
the work we are doing. 

In addition to that, we welcome the presence of people from Con- 
gress in the field looking at our work, checking on it with other people 
in the countries and giving us a point of view which often we are unable 
to have ourselves. 

Mr. Futron. Now that you have mentioned the word “audit,” do 
you have the power in your office to follow through and enforce a close 
audit of the military foreign-aid program that is under the Department 
of Defense and that is now in progress? Can you under your author- 
ity, see that that is well done so that we, who have some responsibility 
for the foreign-aid program, can say that there is the same type control 
on the foreign, United States military aid program as there is in our 
United States military program for our domestic forces? 

Mr. Smiru. This is not within the function of the Director of ICA. 
In other words, the audit for which I am responsible has to do with 
the economic side of this program and your question, I am sure, would 


be properly answered by the appropriate people in the Department 
of Defense. 
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Mr. Futron. So that you have no overall jurisdiction to see that 
that audit of the military program is done well in your office, do you? 

Mr. Smiru. I do not have that jurisdiction. 

Mr. Fuuron. Would you like to have that jurisdiction? 

Mr. Smita. I have plenty of work right now, thank you. 

Mr. Fuutron. Thank you, sir. 

Acting Chairman More@an. Mr. Selden. 

Mr. Se.peEn. I would like to comment a little further, Mr. Smith, 
on that question that I asked you earlier. 

Both Mr. Vorys and Dr. Judd pointed out, and correctly so, that 
this committee has urged that we place more of our technicians in the 
field. I want to say to you that I am in complete agreement with 
that principle and believe that we get more value, dollar for dollar, 
from the technical assistance, or point 4 program, than we get from 
any other program under the ICA. 

However, I do want to point out that in the breakdown you 
presented, there has been an increase of some 350 employees in the 
Washington office. These are not technicians in the field. There has 
also been an increase of some 2,800 foreign nationals. These are not 
American technicians who have been sent into the field. 

T think if you would go into a little more detail as to these increases 
and the reasons for them, it would be very helpful to the members of 
the committee. 

Now, I have another question I would like to ask you. Do you 
feel that it is necessary for the economic part of the mutual security 
bill to be tied to the military portion in order for the economic assist- 
ance program to pass the Congress? 

In other words, do you think we could separate those two programs 
without jeopardizing the economic portion of the mutual security 
program? 

Mr. Smiru. I think to have both sides fully effective, they have to 
be very closely coordinated, but I am not sure this is the answer to 
your question. 

Mr. Seipen. No; it is not. 

Mr. Situ. You are now wondering whether Congress would appro- 
priate the money for the economic side if it were disassociated with 
the military side? 

Mr. Sevpen. Right. Do you believe the economic program has 
enough merit to stand on its own? 

Mr. Smiru. Well, frankly, I would not be in this job if I did not 
think the economic side has more merit than the military side. I 
came out of the military department. 

Mr. Se.pen. That is a very good answer, Mr. Smith, and one 
that I am glad to have. Some of us have felt that the program 
should be separated. As a matter of fact last year an unsuccessful 
effort was made to do just that. 

Mr. Vorys. Who made that effort? 

Mr. Sextpen. I made it, and you made it with me. And unfortu- 
nately we were whipped pretty badly. 

I still think there is great deal of merit in it, however, and I wanted 
Mr. Smith’s comments in connection with such an approach because 
I think it should be pursued further. 

Mr. Smirx. Well, I spent 3 years over in the advanced weapons 
business in the Navy Department, looking at the general activities of 
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the Department of Defense in advanced weapons, and at the end of 
my tenure, I became fairly well convinced that we had gone so far in 
that field that we ought to be careful that we were not subjected to 
an end run by the Soviet bloc. Looking around to see what possible 
areas there were in which they could end-run us, the economic field 
became the one that was quite apparent to me. 

Mr. Seipen. Do you think it would be advantageous to separate 
these two programs? 

Mr. Situ. I do not know at the moment what difference it would 
make in the administering of the program. 

Mr. Se.tpen. Do you think the entire aid program could be presen- 
ted more clearly to the American people if economic and military aid 
could be separated? 

Mr. Sairx. As I understand it, this was tried last year. 

Mr. SeLpen. That is correct. 

Mr. Funron. And some of us opposed it? 

Mr. SmirH. Some opposed it and some were for it. 

Mr. Se.pEeNn. This committee supported it, though. 

Mr. Furron. Yes; but not all of us. 

Mr. Smiru. I think this, the best way I can answer your question 
is to say that I feel quite certain that the moment the American people 
fully understand this program, it will stand on its own feet, without 
any bolstering up from the military side whatever. 

Mr. Setpen. Is that the economic portion of it? 

Mr. Smiru. Yes, sir. 

Mr. Sevpen. Thank you. 

Acting Chairman Morean. Mr. Vorys. 

Mr. Vorys. Mr. Smith, to get a more overall question with which 
we are constantly confronted, and you are, too, I want to refer to 
your question 19 in which it was said highways and bridges are being 
built in foreign lands while our own road system has been neglected 
and you point out in the answer that we spent $133 million in these 
foreign lands and $5.7 billion at home. 

And then question 36 which says that the United States is not 
undertaking any reclamation projects this year but some will be 
undertaken in this program. 

Of course, I think in view of the—we will not say recession, but the 
antiboom that we are having—we are probably going to have some 
reclamation programs. 

Aside from specific answers on specific items, through the program 
you administer, we are, of course, going to participate in the ui ding 
of highways and dams, in education, agriculture, industry, employ- 
ment, in these various countries. 

And the question comes to us and comes to you, Why do we do 
these things for foreigners, as long as we have needs along the same 
line in this country? 

I have an answer that I usually give but I think we would all be 
interested in your answer. We are going to hear that question about 
every 15 or 20 minutes when we get to the floor. 

Mr. Smirx. Well, these things are not mutually exclusive to start 
off with. As we pointed out, the road-building program in the 
United States was about 45 times as much as the road-building pro- 
gram which we undertook outside of the United States in a 3-year 
period. So far as the other type of public works is concerned, I am 
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sure that, if it is felt necessary to aid the American economy by under- 
taking some of that work, this will be done. 

We know and have known for some years that it has to be done in 
other countries and we have been going through a considerable boom 
period ourselves, here, where we have not undertaken some of these 
projects, which seems to me good management. 

On top of that is the fact that these things that we are doing in other 
countries are for our total, mutual benefit. If we do not understand 
this as the basic concept on which we are working, then we ought to 
drop the whole thing. 

It is of benefit to the American people to have this work done in 
Korea and other countries of the world, and I think we must convince 
each of the other countries to realize that this is a total, mutual 
security effort. 

Mr. Vorys. But how are we going to convince our people down on 
the floor that in order to keep on doing all these things at home, we 
had better attend to making it possible for some of these other coun- 
tries to get along with the same sort of things? 

To me, that is the payoff, that we do not have a choice of “do it 
there, or here.” If we do not do something there, there are others 
who will do it, and we are going to find that we are in a position where 
we cannot do a lot of these things here. 

Mr. Smirx. The Vice President the other day answered a similar 
question by saying that there is no use undertaking reclamation 
projects in this country unless we are going to be here to enjoy them. 
I think this, rather briefly, states the problem. If we do not stop 
communism from moving ahead, if we do not keep our mutual-se- 
curity program in an effective strength, then we are going to lose 
everything we have. 

Mr. Carnanan. Along the line of doing something abroad, we are 
not just helping in building a road or building a pow erplant or building 
a dam in a foreign country; we are supplying the dollar requirements 
for those things. Through ‘these dollars we will not just put someone 
to work there and create economic strength; there is going to be some- 
body working in this country as a result of the use of those dollars. 

Mr. Vorys. 85 out of 100 of them. 

Mr. CarNAHAN. 100 out of 100. 

Mr. Jupp. A vote against this bill is a vote to increase unemploy- 
ment. 

Mr, CarnaHan. I wanted to ask if the $625 million for the De- 
velopment Loan Fund is a part of the $3.9 billion? 

Mr. Suira. It is. 

Mr. Vorys. But this bill is only $3.2 billion increased authorization. 

Mr. Jupp. $625 million is authorized already. 

Mr. Carnanan. I am aware that the $625 million was authorized 
last year. I want to know if the $625 is included in the $3.9. 

Mr. Jupp. Yes. 

Mr. Chairman, one of the visitors here, or one of the guests of the 
committee who knows something about that Moslem pilgrim situa- 
tion, has sent me a note which says that the airline in the Moslem 
case is the Middle East Airlines, which is 40 percent owned by Pan 
American and 60 percent by Arabs. Its headquarters is Beirut. 
Its equipment problems and oversubscription—selling of tickets—had 
created this problem, and it was sticky politically, and so on, and our 
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people took it up and it was very advantageous to United States 
prestige. The question of what and where the airlines were who sold 
the tickets is answered there. 

I would like to ask one fundamental question, since we are sort of 
chatting along here today. For several years this committee each 
year took up with the people administering the program whether we 
should not go back to the original setup of the point 4 program under 
Dr. Bennett when it was a separate agency, rather than having the 
technical cooperation functions and responsibilities scattered around 
in the various parts and subdivisions of MSA. 

We took that position in the committee for a long time, partly 
because, I think, as was said by Mrs. Church, point 4 was dramatic. 
It attracted public attention. It was a means of winning support 
for the whole program. Everybody could see its value when it oper- 
ated as a somewhat separate unit. Some of us felt that was advan- 
tageous. I do not know whether you have ever reexplored that in 
your own thinking or not. Do you have any comment on whether it 
might be advantageous to go back to it? 

Mr. Smirn. I will speak about this without having considered it 
fully, because I have not had time. It is a thing that keeps crossing 
your mind: Wouldn’t it be better to put this thing off on the side by 
itself, and in looking at the question I have been impressed by the 
fact that it was at one time off by itself and, therefore, when it was 
brought in and amalgamated with the other activities, a good deal of 
thought must have gone into bringing that situation to pass. 

My guess is that it is the proper thing to do, to keep it where it is, 
recognize its importance, not let it get overwhelmed by some of the 
other things we are doing—in other words, keep its individuality, 
there, but run it out of the same organization. I am always a little 
afraid when you start getting more and more Government organiza- 
tions, they become unwieldy. 

Mr. Jupp. There was a second suggestion, or proposal, that there 
be a person in your agency—an assistant director or something, for 
this one function, who had supervision over, or the responsibility to 
ride herd on it, to give it stature and see that it was not pushed aside. 
Not have it completely separate, but have one person responsible for 
all the various technical cooperation activities wherever they were 
being carried on. 

If he had some criticism, then he would go to the regional director, 
for example, of the Western Hemisphere, or of the Far East and say, 
here is something that does not accord with the plain intent of the 
law. We think you are not giving adequate attention to this in this 
area. 

That was a proposal one year. Nothing ever came of it. It was 
thought it might also be helpful in the recipient countries to have 
them see that we gave more weight to it than sometimes we give the 
appearance of giving. 

This is the one ‘foreign aid’’ enterprise which seems to have com- 
plete praise all around the world. No criticism of its being economic 
imperialism, or a shield for economic penetration or anything of the 
sort. 

I know of no country which criticizes it. If we could lift it up, I 
think it might be helpful to our own position somewhat. 
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You do not need to comment on that unless you wish to but I 
would like to have you think about it. 

Mr. Surru. I would say this: It seems to be a self-lifting program. 
I mean, there is a tremendous amount of enthusiasm in the organiza- 
tion about it which makes me feel that it does not need any additional 
push. If I ever felt it was going the other way, then I could easily 
change my mind. 

Mr. Jupp. That is very good. 

Acting Chairman Morean. Mr. Fulton. 

Mr. Futon. I would like to return to the point about the division 
of the mutual-assistance program into separate compartments. 

I have opposed that for the reason that this House Foreign 
Affairs Committee has the congressional responsibility for foreign 
policy and between wars has the responsibility for maintaining the 
United States strategic posture in defense. 

When we have that responsibility, we certainly should have the 
means of implementation of foreign policy within our supervision. 
Those means are our United States Embassies abroad, they are our 
military hardware, they are United States loans, they are United 
States farm products and various other elements. 

The question is then when there shall be one overall committee in 
Congress that on matters of foreign aid it shall, upon the recommenda- 
tions of the President and the State Department, implement the stra- 
tegic factors of our foreign policy abroad, overall. I would rather 
have that policy centered where the responsibility can be looked at. 

From your own point of view, I would say to you, if it is separated 
or fractioned, that it would then require two presentments. ‘There 
would have to be a presentment of the whole policy to another com- 
mittee, the Armed Services Committee, as well as this committee. 

Mr. SeLpen. Will the gentleman yield? 

Mr. Fuuron. Just let me finish my statement. 

Mr. Sevpen. I just wanted to correct your statement. 

Mr. Futon. I will yield for a correction. 

Mr. Sevtpen. I would like to point out that the amendment adopted 
by this committee last year did not relinquish any power of authori- 
zation this committee now has nor did it give such power to the Armed 
Services Committee. The committee amendment simply divided the 
two programs and would have allowed the Appropriations Committee 
to bring it before Congress in two separate bills. The military aid 
ould have been included in the Defense Department appropriation 
bill and the economic aid would have been considered separately. 

Mr. Fuuron. I had not finished my statement. That is correct as 
to the history. But I was pointing out for the future as to the basic 
responsibility for foreign policy, where it should lie. 

The next problem is, then, how to handle it when you come to 
the Appropriations Committee. They are divided in subcommittees 
right now, and it is assigned over to a particular subcommittee that 
handles the appropriation according to its own organization. 

Now the implementation of a policy should be simply the function 
of an appropriations committee, not the setting of the policy. 

The reason I suggested that you in your office have control over 
an inspection system as to the carrying out of the whole foreign-aid 
program, rather than have it divided off, is on the testimony of the 
governmental witnesses that have said that the United States military 
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rocurement abroad for the foreign-aid program is handled: more 
oosely than the military procurement for our United States domestic 
services. 

Likewise we have had testimony from Mr. McNeil who is comp- 
troller in the Department of Defense now conducting an audit of 
the foreign military aid program, that the audit is just now under- 
way. After all these years. 

If it is just the first audit now being performed after many years, 
for this United States military program abroad, maybe the Director, 
overall, who has the function to audit on the civilian side, should 
likewise have a control to see that the whole foreign-aid program, 
military and economic, is audited. 

The further we get compartmentalized in United States foreign pol- 
icy, where the Export-Import Bank is handled under the Banking and 
Currency Committee, where the Development Loan Fund is handled 
under this committee, the House Foreign Affairs Committee, where 
Public Law 480, on the export of United States agricultural products 
abroad is under the Agricultural Committee, where the Reciprocal 
Trade Agreements Act and the tariff and matters of that type are all 
under the Ways and Means Committee, and where the International 
Bank is separated clear off from us as an international agency, the 
more diverse it becomes and hard to manage under an integrated and 
cohesiye United States foreign policy. My position is, I would like 
policy making more centered. I would like the United States agencies 
of foreign policy to be able to have an overall clear look at the policy 
and then be able to have relations with these other committees on an 
implementing basis so that our programs fit under the canopy or 
umbrella of the United States strategic policy. 

May I finish with this, on Mr. Vory’s question: 

When we are talking of United States economic aid to any particular 
foreign country, it can be of assistance to that country in meeting a 
military threat, by providing such items as roads, transportation, 
production of natural resources. Likewise, it can be of defense sup- 
port to the troops, such as oil, gasoline, food, clothing for the troops. 

Then you get the next step toward the military and you get military 
facilities and the roads leading up to them. 

Then you take the next step and have the military hardware itself. 

When we talk of separating this foreign-aid program into two sepa- 
rate compartments, such as military and economic, we are not talking 
within the framework of a mutual assistance program for security 
purposes. To me, the function of your agency should be to fit this 
foreign-aid program into the concept of our United States strategic 
er first. Then the economic and the military all fall within this 
whole. 

In some countries we may have to make up a budgetary deficit for 
United States strategic purposes. 

Therefore, Mr. Vorys is right. It is not a charitable program and 
its main purpose is not giving assistance to various groups in our 
United States population. 

If we remember that the military aid program came up here first 
with the Marshall plan and we, on my own amendment, changed 
it to the mutual assistance program, and putting in mutual assistance 
and then changing it to the mutual security program, we can get our 
philosophic development of that program. 
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I think these people who speak of it simply on economics rather 
than on our own United States security as you well put it, are not 
putting these countries into the area of strategic concept that we in 
this program feel there should be. 

For example, we put so many dollars into South Korea, but we get 
700,000 troops manning the 38th parallel with 2 of our United States 
divisions. We put some dollars in Formosa and we get troops and 
planes. We put the dollars into Turkey, Greece, sani Pakistan and 
we get correlative benefits in return. 

We will get unemployment in Turkey taken care of, and unemploy- 
ment in the United States by these programs as an added benefit, but 
the main purpose would seem to be strategic. We get troops in 
Turkey that protect the unemployed and the unemployed in the 
United States as well. 

I think part of these meetings are to answer the provocative thoughts 
that you bring up when witnesses come up here and likewise to have 
impact in return. 

Acting Chairman Moraan. Is there anything further? 

Mr. SreipE=n. I would just like to point out that by separating the 
program this committee need not, and certainly it was not the inten- 
tion of the committee last year, to relinquish the right of authorizi 
both the economic and the military portions of the so-called ent 
security program. 

Also, I would like to point out further that the administration of 
the program need not be changed. As I understand it, the ICA is 
administering the economic part of the mutual security program and 
the Defense Department is administering the military portion of the 
program. Year in and year out we have been told that the military 
portion of the mutual security program is a part and parcel of our 
defense, and, as such, I think it should be in the defense budget. 

Mr. Fuutton. May I ask you a question? 

Mr. Se.pen. Yes, you may. I yield to you. 

Mr. Futon. It is easy to say that the programs could be divided 
into clearly military and economic classifications. The fact is, we 
cannot. We must look at the whole picture in each country. 

We get some things that are paramilitary and paraeconomic and 
they are half and half in their nature. 

For example, the roadway leading up to a base or from a capital 
city to a port, or a new port establishment that is for civilian pur- 
poses primarily in times of peace, but in war the same item is vitally 
necessary for security. 

What is that? Is that civilian or military? 

Secondly, when we put in money, for example, into Southeast 
Asian countries simply to make up the deficit of a budget so that 
they can spend more to keep more troops, what is that? Is that 
military budget or is that overall civilian budget? 

[ think that when we try to compartmentalize the programs too 
much, instead of keeping them together in a strategic concept and 
then saying, ‘‘Well, put everything under it and we will take a look-see 
at the whole thing,” that we are losing a strategic concept in the 
programs. 

The Armed Services Committee members, unless they have studied 
and know what the foreign policy strategy is of the particular country, 
on a history of this program, it is starting them in new. And the 
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same on the Appropriations Committee. If there is a change in the 
Appropriations Subcommittee, we in Congress would start a whole 
new group on it. 

Mr. Jupp. That would be good. 

Mr. Furron. Just a minute. 

A whole new group on it, with new presentments, new history, and 
new strategic concepts to be sold. We should not, just because the 
program is hard to sell at times, depart from our congressional custom 
that has been putting the program over by a 2 to 1 majority every 
time we put it over. 

I get tired hearing that this program is hard to put over. It is 
not. We win by a large majority on this committee every time, Doc, 
and you know it. 

Mr. Setpen. That is true as far as this committee is concerned, but 
you will note that the majority in the Congress is getting less every 
time. 

Mr. Futtron. Well, I notice that there is a change in the Congress 
and where I had had a misconception about feeling the Midwest was 
isolationist, J have now had the American Farm Bureau show me that 
they are not isolationists, they are a lot less isolationist than our 
coal, cotton, and fruitgrowing districts of the East, and of some of our 
manufacturing districts in the Northeast. 

The country is changing, but we must have the ability to change 
with it and not fragment our foreign policy for the mere expediency 
of the fact that we do not like an Appropriations Committee subcom- 
mittee. Let’s face it. 

Mr. Jupp. I think it would be much better to have them divided, 
with the military aid handled by Military Appropriations Subcom- 
mittee and in terms of our total defense. 

It is not a matter of prejudice against individuals. I just think that 
would be the best way to do it. 

Mr. Futron. If the foreign aid policy is put in the military, it then 
becomes a stepchild of the military. I do not want this program as 
the catchall for all the secondhand equipment for our United States 
military program. Nor do] want the ability in the United States mili- 
tary program to say: ‘‘This is foreign aid at this time and then we 
paint it off tomorrow and it is now ours,” or vice versa. 

We will not be able to have proper budgetary and auditing pro- 
cedures if we put the United States and foreign military aid programs 
under the one tent. Who can tell which item is under which program 
in actual practice, if this occurs? 

Mr. CarnaHan. I have just one comment on what you have said. 

I just want to say that we put dollars into our own economy and we 
get soldiers in Turkey. Or we put dollars in our own economy and 
we get a road in Iran. Or we put dollars in our own economy and we 
get a dam in India. 

Mr. Futon. I agree with you that the dollars will finally have to 
be ~ pre in the United States for equipment or services. You are 
right. 

Acting Chairman Moraean. Thank you, Mr. Smith. 

The committee stands adjourned until 10:30 tomorrow morning. 

(Whereupon, at 4:35 p. m., the committee adjourned, to reconvene 
at 10:30 a.m., Thursday, March 13, 1958.) 
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RESPONSES BY INTERNATIONAL COOPERATION ADMINISTRATION 
TO QUESTIONS COMPILED BY THE HOUSE FOREIGN AFFAIRS 
COMMITTEE RELATING TO CRITICISMS OF THE MUTUAL SE 
CURITY PROGRAM, MARCH 12, 1958 


International Cooperation Administration classification of 96 questions or charges 
compiled by the House Committee on Foreign A flairs 











Classification Numbers of charges Total 
1, Error not corrected. ................-- None_...- pb Sit Sebi Sd idan besont 0 
2. Recognized problem—not yet fully | 1, 8, 29, 43, 63, Wis sh hada 4hith hs bcldon'-akdbQuah 3 6 
solved. 
3. Error corrected - - - oe sis Sepecnpe a cea Sate eee ene Gee en oe a 6 
4. Political, economic, or technical 3, 4, g, ul, 15, 19, 22, 23, 25, 31, 32, 33, 3, "50, 4, “55, 57, 29 
judgment. 61, 62, 65, 67, 68, 70, 73, 75, 76, 78, Si, 
5. Misinterpretation___-- A ead _| 2, 5, 10, 13, 18, "20, 28, 30, 34, 39, 40, 42, ' ‘47, 52, 56, 56, 24 
72, 80, 83, 85, 86, 94, 96. 
6, Error in facts... 7 6, 7, 12, 17, 35, 37, 41, 45, 51, 64, 71, 74, 79, 82, 84, 87, 88, | 20 
91, 92, 93. 
7. Not mutual security abet wr : 24, 26, 27, 44, 49, 53, 69, 89_. i. Peewee se. Sees 8 
8. Fiction......... swckucasal Whee t wh Lh cdi enntihilge = acgnal 3 
Tete ccéins ae ee aie = Sb mahe A a 96 
| 


Question No. 1 


It has been stated: ‘‘Nowhere is corruption in Government more apparent 
than in what we call foreign aid * * *,” 

(a) Have you found any evidence of corruption by United States personnel 
connected with the foreign aid program? 

(b) To your knowledge has anyone else found or brought to your attention 
any evidence of corruption on the part of personnel associated with the 
foreign aid program? 

Answer 


(a) The criticism stated above, which is very broad and sweeping, is unsupported 
by fact. According to the records of the International Cooperation Administra- 
tion, since 1952 there have been a total of 16 cases in which employees of this and 
predecessor agencies have been found guilty of conduct which could be classified 
as malfeasance. One case is currently pending. The following data indicates 
the disposition of the 16 completed cases: 


United States Government employees 


Number Of GONG ie. 6.2. Sec batens caecavianuh onussedb lsat: Cee 16 
(a): Referred to. Justios...< <a ss- cccccwcswanscwcieca“wwpee eS 11 
ce) Senet. SS a aac alacunte aes ee 1 
CO) Clement iis, iii a ck m cridinis aa uelabenataenlaias 1 
CS) FMS < aire dd ccc ancasheusdecalvewandet tum $7, 500. 00 
[a BIOSROOB he oc ceca unis dete dle eee $5, 176. “ 
B).. DARORONING iiss kisi Sc ctblccncies acta tekia naktdcesioad dbnk ad 
(c) Resignations received while employee under inquiry -------- ; 


The cases listed above include activity such as falsifying an expense account, 
falsification of quarters allowance, violations of the regulations relating to conflict 
of interest, and theft. Most of the cases involve conduct of the type that is likely 
to occur in any Government agency and is not particularly confined to an agency 
of this type. 

The small number of cases which have been discovered is strong evidence of the 
effectiveness of the agency’s intensive efforts to insure that its personnel maintain 
a high degree of responsibility and integrity. 

(b) This agency has received many communications from private citizens, 
businessmen, other Government employees, and Members of Congress providing 
information concerning alleged malfeasance or misconduct on the part of the 
agency’s employees. In each case, whether or not the informant supplies any 
evidence, an investigation is conducted. Those cases containing allegations found 
to be unsupported by facts after inquiry are closed. Those cases found to have 
substance after inquiry are included under the response to question (a) above. 
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Question No. 2 


Eugene Castle alleges that 4 years ago there were 9,793 persons on the Govern- 
ment’s foreign aid payrolls and that today there are 18,891 employed in the ICA 
State Department, and Defense Department to give our resources away. 

(a) Is this correct? 
(b) What are the correct statistics? 


(c) If there has been a growth, what has been the occasion for this growth 
in employment? 


Answer 


(a) The criticism does not indicate the date or period as of which we were 
alleged to have 9,793 persons on the foreign aid payroll. Our records do not re- 
flect any figure which corresponds with that indicated above. 

(b) Assuming that ‘4 years ago’”’ was intended to mean 1953, records of this 
agency indicate the following personnel strength as of December 31, 1953, and 
as of December 31, 1957, in the International Cooperation Administration, the 
Department of State, and the Department of Defense employ ed in connection 
with the mutual security program: 





Dec. 31, 1953 | Dec. 31, 1957 


INTERNATIONAL COOPERATION ADMINISTRATION 


United States nationals: 
Ww  premee 








Pande ist. et oebstly. Le a Slechacintte.sedbe chooses 1, 440 1, 799 
ik i a i i a ea ite ln aes el le 2, 530 3, 684 
ee a oh cs hb Shiteidgn bed en hc erect gc eee eee 3, 970 5, 483 
Ds SR a eye eee ees ee ee ee eee eee ee ee 2, 031 4, 858 
Total payrolled employees-..-- 6, 001 10, 341 

Indirectly employed, United States participating agencies (reimbursement 
I i aid a a er ee dd Do ee snttcn tape dash andeick obese deuessen 570 587 
ee SUREO TUNER.) 25S SRA Be icles es Joc aencetes 6, 571 10, 928 

DEPARTMENT OF STATE ie oe 
United States nationals: 

hl eal ll 316 342 
ee ee TUN PUN ee eet Se cca cock pian deeeseccconat Cues 614 562 
Ns 8 hic cece ohn Schind abide piddeees tbh eisds Beckie bes} epaied- seed 930 904 
I Co gh ee ade ices eee ee et 1, 947 1, 205 
WOES. oonsda tabebaddesdadedscdddbaciabbbh wets ave? sb a 2, 877 2, 109 





DEPARTMENT OF DEFENSE 


United States nationals: 
Military personnel-.-.-.----- smntnkltndeladbdedatia seeks 2, 899 6, 997 
United States civilians. ---.......- 





saiiviiill marcas 225 377 

Subtotal, 0... 26... Lbdb adnlclnantechdble Dnbbandiidees Gat Ried acndecbies Ghee 3, 124 7, 374 
Foreign nationals___- Vs dean iesiek Shit Sas cae ie ea ant 679 2, 033 
Ss tamahs eet cat BES Ice seaceka din ovec meta dueiyecsensem 3, 803 9, 407 
Grand total, United States nationals.............--..-.--.------------ «64 | t«i BKB 
Grand total, foreign nationals__.........--- Scan gamut ete deabis arin 4, 657 8, 096 

Se I ini reins aieinindiv sir dgneegeripalnnnietehdanitnahsanint seuiieasimanlian 13, 251 22, 444 


(c) The increases in staff under the economic aid portion of the mutual security 
program during the last 4 years are the product of 2 principal factors: 

(1) Continued emphasis on project type aid, particularly “technical co- 
operation” 

(2) Extension of assistance or significantly increased programs in newly 
developing countries. 

The technical cooperation program accounts for approximately 86 percent of 
ICA’s total personnel strength although appropriations for the carrying out of 
such programs represent only about 8 percent of total funds made available for 
the economic aid program. Obligations incurred under the appropriations for 
technical cooperation have increased each year, and this accounts in part for the 
corresponding increase in personnel. For example, obligations of technical co- 
operation funds were $113,676,000 in fiscal year 1955, $126,889,000 in fiscal year 
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1956, and $129,185,000 in fiscal year 1957. In addition, program requirements 
under the technical cooperation programs have caused a progressively larger pro- 

aaa of available technical cooperation funds to be spent for direct-hire United 

tates personnel. In fiscal year 1954 only 17.9 percent of the appropriation was 

used for United States personnel. By 1957 this percentage had increased to 25. 

Furthermore it should be noted that the countries in which current programs 
have been expanded, as well as those in which new programs have been under- 
taken, tend to be the newly developing nations. hose do not have enough 
economists, engineers, and technicians to plan and supervise projects. Such 
searcities make necessary relative larger numbers of ICA staff, as technicians, 
programers, and auditors. 

In addition, the expansion of ICA programs to newly developing countries 
tends to emphasize project aid, which includes technical cooperation as well as a 
significant segment of other funds such as defense support, as compared with the 
commodity import program generally characterized as nonproject aid. Project 
aid is the great user of ICA technical staff, since in project work personnel must 
be employed as technicians to work with and train host-country technicians; 
perform required contracting, procurement and, training activities, and to screen 
proposed projects. 

While the above information explains some of the factors which have accounted 
for the increase in personnel, it should be noted that more detailed information 
concerning personnel needs and specific justifications to support such requests are 
furnished to the Appropriations Committees of both the House and Senate each 
year during the hearings relating to the Mutual Security Appropriations Act. 

The increase in personnel employed by the Department of Defense is primarily 
due to the number of additional Military Assistance Advisory Groups (seven) 
activated since January 31, 1954. 

Moreover, subsequent to the Korean armistice, and the Indochina settlement 
in 1954, United States commitments necessitated increased staffing for MAAG’s 
in Taiwan, Vietnam, and Thailand. In the case of Korea, it was necessary to 
provide an increased personnel complement to administer the assistance rendered 
under the military assistance program. The vast majority of the additional 
personnel involved for MAAG Korea are actually assigned to United States 
tactical commands there, but have in addition certain responsibilities to the 
chief of Provisional MAAG Korea for carrying out their duties under the military 
assistance program. Such personnel, therefore, have been included in the overall 
MAAG strength for December 31, 1957 indicated above. 

In addition to the number of MAAG’s activated since January 31, 1954, the 
increase in indigenous personnel is also attributable to the policy of making 
maximum utilization of local employees in lieu of United States personnel. This 
results in substantial savings to the United States. In the case of certain 
MAAG’s in the Near East, the MAAG must supply much of their own support 
services due to the absence of United States tactical forces in the country or the 
lack of facilities in the Embassies concerned, i. e., Vietnam, Thailand, Taiwan, 
Cambodia, Pakistan. This factor further increases requirement for indigenous 
personnel. 

MAAG staffing is kept under careful scrutiny at all defense echelons to insure 
that strengths are maintained at the minimum level required for the successful 
accomplishment of essential MAP functions. It may be pointed out that a 
12.9 percent personnel reduction within the officially established MAAG program 
is being implemented during fiscal year 1958. 


Question No. 3 


Eugene Castle alleges that Europe leans on the United States for participation 
in her home defenses and refuses to assume her share of the free world’s burden 
in the Middle East, Southeast Asia, Formosa, and South Korea. 

What are the relative defense expenditures of Europe and the United States 
as percentages of gross national product, as percentages of personal income, 
and as percentages of national budgets? 


Answer 


In 1957 the European NATO countries are estimated to have spent about 
$13.1 billion for defense, which represented 5.8 percent of their combined gross 
national product (GNP) of $228 billion. The United States in the same year 
spent $44.3 billion for defense, 10.2 percent of its gross national product of 3434 
billion. The defense burden borne by the European NATO countries is brought 
out more clearly when it is considered that the average per capita GNP in these 
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countries amounts to $850, only one-third the per capita GNP of over $2,500 in 
the United States. 

We do not have available sufficient data on personal income in European 
countries to make a meaningful comparison of this figure with defense expendi- 
tures. 

The United States devoted 60 percent of the Federal Government budget to 
defense in fiscal years 1957-58. Percentages of NATO country central govern- 
ee devoted to defense expenditures for fiscal years 1957-58 are shown 
as follows: 


Percent Percent 
Belgium-Luxembourg_----___-_--- 16| Netherlands. ...._......--.--.-- 20 
em nigel cds aus al RE AT TNO WAS..COLDUUILL UL. ob. Ube. 21 
Wed is. ed ds Veludoel 2 Bole Oe SUP et sg SE DULL Le ol 27 
CUO Los ou oiss co. feu seek BOP Pusey eel Wi fo uae Cosa 32 
Cieeene. . whois i uci Jer 29} United Kingdom --______--_------ 29 
Be Jacobsen, sho. Joe sa 21 


We should point out that intercountry comparisons of defense expenditures as a 
percent of total national government budgets do not necessarily provide a true 
measure of relative defense efforts. The main reason is that differences among 
countries as to division of financial and administrative responsibilities between 
the national government and regional or local governments directly affects the 
size of the total national government budget against which defense expenditures 
are measured. Thus, many functions, which in the United States are a responsi- 
bility of the State and local governments, are in Europe the responsibility of the 
national government. In the United States, therefore, the size of the national 
budget would be proportionately smaller and the percentage of the defense 
contribution would accordingly be proportionately higher. 

Exéept for Greece and Turkey, economic assistance has not been programed for 
the above NATO countries since fiscal year 1955. Military aid to the European 
NATO countries since the beginning of the program in 1950 has amounted to 
about $13.5 billion. Such military aid has declined steadily from a peak of $3.2 
billion in 1953 to $1.3 billion in 1957. From 1950-57, these countries themselves 
spent about $88 billion for defense or $6.50 for every $1 of military aid provided 
by the United States. In 1957, European NATO countries spent the equivalent 
of $13 billion for defense, or $10 for every $1 of military assistance received. 

No precise current data are available on Western Europe’s contribution to 
underdeveloped countries. However, in a recent study made for the Senate 
Special Committee To Study the Foreign-aid Program, Stuart Rice Associates 
estimated that during the years 1952-55, Western Europe provided approximately 
$4.1 billion of public bilateral foreign assistance to underdeveloped countries, or 
at the rate of over $1 billion a year. This was apart from European contributions 
to multilateral agencies, and from their private investments abroad. It is believed 
that this rate of assistance has not changed materially. 


Question No. 4 


Are there any nations which openly pit the United States and the Soviet Union 
against each other in a bidding operation to purchase their allegiance? 


Answer 


The answer to the question stated is ‘‘No.”’ 

The availability or possibility of aid from the Soviet bloc undoubtedly has an 
effect on the attitude of some nations in their dealings with the United States 
regarding assistance. The primary concern of less developed and uncommitted 
countries is, generally speaking, to accelerate the development of their economies. 
To do this they must obtain assistance from more prosperous nations. We are 
confident that less developed countries would as a general matter prefer to obtain 
needed assistance from the United States or other free world sources. But if, or 
to the extent that, they cannot obtain from these sources the assistance which 
they believe they require to speed their development, many of them are prepared 
to ae Soviet offers of aid, and a number have, of course, already accepted 
such aid. 

The United States, on its part, has made clear to other countries that it is 
not “competing’’ with Soviet bloc offers and is not attempting to purchase alle- 
giance. United States levels of aid are not determined by matching or outbidding 
bloc offers. They are determined through weighing a number of considerations, 
including the recipient country’s needs in relation to various mutually agreed 
objectives, overall United States interests in relation to the country, and the 
availability of aid resources. The Soviet economic offensive in less-developed 
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areas, with its goal of economic and ultimately political control, is obviously one , 
vital reason for the United States making assistance available to these areas. 
But such assistance would, in the absence of Soviet aid or offers of aid, be needed 
and justified to accomplish our objectives in supporting the free world. It is 
those objectives, which we have been trying to accomplish since well before 
Soviet aid was started, not bloc aid offers, which are the controlling determinant 
of where aid is provided and in what amounts. Other countries, we believe, 
understand the position of the United States on this matter. ; 


Question No. 6 


(a) What percentage of the United States national debt is fairly attribut- 
able to foreign aid, military and economic? 

(b) What percentage is attributable to foreign economic assistance? 

(c) How much does this represent on a per capita basis to each citizen 
of the United States? 


(d) What was the per capita cost to United States citizens of fiscal year 
1958 foreign economic assistance? 


Answer 


The public debt of the United States rose from $252.3 billion on June 30, 1948, 
to $270.5 billion on June 30, 1957, a net increase of $18.2 billion. It is not possible 
to attribute any one part of the increase in the public debt to a patricular type of 
expenditure of the Federal Government. It should be observed, however, that 
during the 3-year period of heavy expenditures in connection with this Korean 
war, December 1950 to December 1953, the national debt rose from $256.7 
billion to $275.2 billion. It is possible to relate mutual security expenditures 
to total Federal expenditures during the period and then prorate part of the in- 
crease to the mutual security program. 

(a) During the period from July 1, 1948, through June 30, 1957, total budget 
expenditures of the Federal Government were $531.1 billion. For the same 
period, the cost of the mutual security program (military and economic) was 
$42.6 billion. On a pro rata basis, the mutual security program accounts for 
8 percent of total Federal Government expenditures. On this basis, about 
$1.5 billion of the total debt increase of $18.2 billion is accounted for by the 
mutual security program. 

(b) Economie assistance ($22.5 billion) accounts for 4.2 percent of the total 
Federal Government expenditures during this period. Thus, $760 million of 
the total debt increase of $18.2 billion could be prorated to economic assistance. 

(c) On this pro rata basis, the debt increase for economic assistance would be 
$4.42 on a per capita basis. (See item (b).) 

(d) The estimated expenditures for economic assistance for fiscal year 1958 
are $1,500 million. The population of the United States is now estimated at 
173 million. Thus, the per capita cost of economic assistance for fiscal year 1958 
is $8.67. 


Question No. 6 


Eugene Castle alleges that foreign trade is declining and that our reliance on a 
foreign-aid program rather than on private initiative is the reason for this decline. 
(a) Has private foreign trade increased or decreased in the last few years? 

(b) What are the figures for each year? 


Answer 


(a) Private foreign trade has shown a strong increase in recent years. The 
United States now sells substantially more of its products to foreign countries 
than they sell to us. The volume of these private United States sales to foreign 
countries, both of manufactured goods and farm products, has risen steadily and 
substantially (68 percent) over the past 5 years. This contrasts with an increase 
of 18 percent in total retail trade within the United States during the same period, 
indicating the rising importance of these growing foreign markets to continued 
expansion of the United States economy. 

(b) Private exports from the United States are as follows: 


Calendar year: Billions 
DO oc cccp = == 40 ne orgie an ie 2s oe aed ae ana hin anniek ae $10. 5 

WO ace cece cus sa certs wo 0s Eon den tears dries ait aes aaa aia eee ae 11. 2 
BOE oceans «aime o aeete ois mw areneee ent aan ee 12. 4 
MIU sk ors tisk Ws oxo oh cat co np wi coe gc or ele nce cn pec ae le ence eee ce 15. 6 
BOO ai casi nn nc a oeih oa ce easaes ered aaa alee: alee 1 Mh 











842 MUTUAL SECURITY ACT OF 1958 


Private exports are computed as follows: 


[In billions of dollars] 














1953 1954 1955 1956 | 1957 
ee ee ONO. oe et 15.8 li | 
1 





5.1 15.5 19. 1 20.8 

Laeee: DER OEpOre..... Sse li ae 3.5 2.3 1.2 1.8 | 1.4 
Total commercial exports........ ..... 5... nb Sasi eye sides | 12.3 12.8 14.3 17.3 19.4 
Less: Nonmilitary government grants !____.........-.-.- +----| 1.8 1.6 1.9 LZ 17 
Private exports.............--..----- BI Dy yd | 10.5 | 1.2] 124] 15.6 | 17.7 





1 From United States Balance of Payments in the Economic Report of the President, January 1958, U. 8. 
Department of Commerce: 1957 Preliminary. 


United States imports during these 5 years were as follows: 


Calendar year: Billions 
PE tach oi dn pam peped dob ase etd wad taed eee aeedseibs aes ee eee $10. 9 
SOO UES 18t CPAS. Soe SCRE RL Pa Ee LS 10. 2 
BODO S OU Le Se Pe 20d a PLE I OI OL 11.4 
OOO LS. 22S SR BAER UL USL Ls Ee Bee 12. 6 
BOOT Ss r5 oS 22 SSS OS RUA, AOS MATE RL DU 13. 0 


The mutual security program has greatly contributed to this expansion of 
United States private foreign trade, rather than retarded it. By assisting in re- 
building war-devastated economies and in developing backward economies, this 
program has helped to strengthen the internal economic structure and the foreign- 
exchange position of foreign countries so that they have been able to greatly 
increase their purchases of capital and consumers goods through private foreign- 
trade channels and thus to become much better markets for United States 
producers. By helping free governments to resist communism and to achieve 
security and orderly progress, this program has helped to create those conditions 
of stability and peace which are indispensable to durable and expanding private 
international trade relations. Also, it should be pointed out that the bulk of the 
economic assistance provided under the mutual security program has consisted of 
the financing of purchases, made through private commercial channels, of goods 
and services from private United States suppliers. This has meant not only 
large-scale sales by private United States suppliers under the economic assistance 
programs themselves, but introduction of United States products in foreign mar- 
kets and the establishment of trade relationships which stimulate further United 
States marketings abroad entirely outside the mutual security program. 

The following table lists some countries which have received United States 
economic assistance, and shows the increase which took place in purchases by 
those countries from the United States between 1948, the year in which the 
United States economic assistance program was started, and 1957, a year when 
economic assistance was no longer being furnished to any of these countries under 
the mutual security program. 


{In millions of dollars] 





1948 1957 Percent in- 
crease 
Belgium-Luxembourg.---.-.......--- < Daatheneeaed seemed 309 460 47 
Weeee ce5 cbs Peer be wtih. 252 SA Baas a 416 655 55 
I i EN cso died spt asiiel Dao ceeiie el . 310 604 95 
Tie no aaa dite tnienemaalile 644 1,077 67 


Question No. 7 


Eugene Castle states that the Marshall plan was originally estimated to cost 
$17 billion. He continues: ‘‘but those who conceived the first Marshall plan did 
not intend that it should continue for 13 years and $70 billion.” 

(a) What was the final cost of the Marshall plan? 
(b) What was its duration? 


mniiwe tie oh 
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Answer 


Mr. Castle’s statement that the Marshall plan, contrary to its initial conception, 
has continued for 13 years at a cost of $70 billion is not correct. 

The Marshall plan program was the program of economic aid to Europe— 
designed to rehabilitate war-devastated economies—which was commenced in 
April 1948 and which was concluded in June 1951. The total cost of that pro- 
en was $12 billion—$10.8 billion in grants and $1.2 billion in loans repayable in 
dollars. 

After the completion of the Marshall plan program, the United States furnished 
defense-support assistance to European NATO countries. This program— 
distinct from the Marshall plan program—was essentially designed to enable these 
countries to undertake rearmament and defense efforts so as to contribute to free 
world defensive strength to counteract the Communist menace. It did so by 
providing the economic assistance necessary to sustain their economies under the 
burden of these defense efforts. The last year in which defense-support assistance 
was programed for European NATO countries was fiscal year 1955. The total 
cost of defense support for European NATO countries was approximately $2.8 
billion. 

If Mr. Castle’s reference to the Marshall plan is taken to mean all nonmilitary 
assistance under the mutual security program including not only the Marshall 
plan and defense support to European NATO countries but also all other non- 
military assistance to all areas of the world since the inception of the program, 
then the program to date has continued for about 10 years, not 13, and has cost 
approximately $22.5 billion, not $70 billion. If all military assistance is added to 
this figure, the total is $42.6 billion. 


Question No. 8 


Are any of our foreign-aid dollars used to pay for luxury imports by the recipient 
countries? 


Answer 


Under ICA policies United States assistance may not be used for importing 
luxury items. ICA has taken careful steps to enforce these policies and thereby 
to make sure that this does not happen. These steps include: (1) the building up 
over the years of an internal administrative list of specific items classed as luxuries 
which in the absence of a demonstration of their essentiality are not eligible for 
ICA financing; (2) a careful system of end-use checks or checks on the actual use 
to which United States-financed imports are put; (3) an arrival accounting system 
operated either by the United States or by the host government which in turn 
makes reports to us; and (4) a system of penalties for any infraction of the policy 
against luxuries under which the United States money so used is recaptured. 

Charges of this sort are made from time to time because observers learn of 
certain imports but do not learn of the use to which they are put. For example, 
one might make this charge about air conditioners or cameras. But it is apparent 
that an air conditioner is not a luxury where laboratory work requires rigid 
temperature control. Similarly, what may appear under the label ‘‘camera’’ is 
not a luxury item if it is a specialized type of industrial photographic equipment. 
These are two actual examples of charges which have been made. This kind of 
charge frequently occurs also when the observer learns of the existence within a 
country of luxury items and makes this charge withou: learning that, in fact, no 
mutual security funds were used to finance its import. 

Obviously, no administrative system can prevent mistakes. This is particu- 
larly true where, as required by law (as well as sound principle), we make maximum 
use of private trade channels. But if an unauthorized use is made of ICA funds, 
the aid country is obliged to make a refund of such funds toICA. As of January 
31, 1958, over $8 million had been received by ICA from aid countries as refunds 
of amounts improperly spent for luxury or unessential goods. 

Even in uncommon cases, where because of the need to secure foreign local 
currencies quickly, ICA has transferred dollars directly to the aid country (as 
where local currency for troop pay has been required before commodity imports 
could generate the amounts required), a control system has usually been estab- 
lished to prevent purchase of luxury goods with the dollars transferred. Although 
in such cases the dollars are no longer the property of the United States, the aid 
country has formally agreed not to spend them for luxuries and has permitted an 
ICA representative to sit with the Government’s import-control body which 
enforces this agreement. In those rare cases where the control system has not 
operated to prevent the purchase of luxury goods, ICA has taken additional steps 
to correct the situation and prevent additional purchases of nonessential goods. 
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Question No. 9 


Eugene Castle alleges that some nations spent our money for a multitude of 
unwanted and unneeded and wholly unsuitable public works projects. 
(a) Is this true? 
; ? What is the procedure utilized in selecting a project eligible for foreign 
aid? 
(c) What voice do we have and what voice does the recipient nation have 
in the selection and evaluation of projects? 


Answer 


(a) This criticism is certainly not true. Of course it is so generalized and sweep- 
ing as to defy a specific response. Such an answer would require knowledge of 
which projects, in which countries, financed by which United States money Mr. 
Castle has in mind and in what particulars he believes them unwanted, unneeded 
and unsuitable. 

Procedures developed by ICA and its predecessors make highly unlikely the 
expenditure of funds for any unwanted, unneeded and unsuitable project, not 
to speak of multitudes of them. No ICA project, in public works or of any other 
kind, is even started unless and until specifically and formally requested by the 
cooperating country. So it can hardly be “unwanted”. Actually, each proposed 
project represents the cooperating country’s judgment as the most desirable out 
of many desirable activities, all fiercely competing for the limited aid funds 
available. In addition, in almost all cases the country itself must finance the bulk 
of the project cost from local currency resources, including counterpart funds, 
which are very short in relation to a multitude of competing needs. When, as 
frequently happens, the United States assistance is on a loan basis and must be 
repaid, another factor militates against expenditures for ‘‘unwanted”’ projects. 

The likelihood of a project being ‘‘unneeded” or “unsuitable” is likewise 
remote in view of the screening which project proposals receive before they are 
approved. These procedures are described in (b) below. 

It must be conceded that it is possible that in the course of supporting scores 
of public works projects in dozens of countries over a period of more than 10 years 
ICA and its predecessor agencies may have supported a few projects which some 
people with the benefit of hindsight might now consider undesirable.¥ Such cases 
are likely to be ones associated with a ‘‘crash’”’ program which ICA or its predeces- 
sors have been required to take for urgent political and economic reasons, such as 
the Iranian crisis of 1952. In any case where ICA has determined that a public 
works project is not wholly suitable, ICA has taken vigorous action to correct the 
situation and to maximize the project’s utility. 

(b) While specific ICA procedures for reviewing proposed projects vary some- 
what with the particular type of funds involved, projects generally go through the 
ne steps before they are approved for financing with any funds controlled 
by ICA: 

(1) The cooperating country proposes the project and requests United 
State assistance; 

(2) The ICA mission in the cooperating country reviews the proposed 
project for its desirability, economic and technical feasibility, and cost. 
Where sufficient technical or economic data is not available, a special engi- 
neering or other survey may be required. 

(3) When the ICA mission is satisfied the project is sound, it submits it to 
ICA/Washington for further review and approval. This review is carried 
out by United States economic and technical staffs, by specialized agencies 
of the United States Government, or by private firms under contract to ICA, 
as necessary. 

(4) Only when the project has successfully passed this total screening is it 
approved for financing. 

(5) At this stage a project agreement is signed between ICA and the 
cooperating country, specifying the details of the project and the contribu- 
tions which each party agrees to make to its cost. 

(6) ICA technical staffs in the field and in Washington follow up on the 
implementation of the project to see that it is carried out in a satisfactory 
manner and in accordance with the agreement. 

This standard procedure is followed in cases of projects financed by defense 
support or special assistance funds under the Mutual Security Act. A somewhat 
less elaborate review procedure characterizes projects}financed from counterpart 
funds or Public Law 480 local currencies. In the case of counterpart, the funds 
legally belong to the cooperating government, and ICA’s review of proposed 
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expenditures is understandably not as intensive as where United States Govern- 
ment funds are expended. In the case of Public Law 480 funds, the projects are 
in most cases financed on a loan, not a grant, basis, and ICA review depends 
upon the degree of consent given by the country in the underlying surplus agri- 
cultural commodities sales agreement. These agreements customarily require 
ICA review and approval of the specifie projects, but it has not been feasible to 
secure from a country purchasing our surplus agricultural commodities under 
Public Law 480 consent to the same elaborate procedures for project review as 
they accord in the case of mutual security assistance funds. 

As a sidelight to the matter of review procedures, a serious question has thrust 
itself upon us, whether ICA’s present review processes are not too intensive and 
extensive. Some critics maintain that Soviet assistance programs make less de- 
mands upon countries for information and project review, and that, consequently, 
they are both less irritating to the nationalist pride of sensitive nations and more 
expeditious in operation than the United States programs. 

(c) The foregoing description of procedures indicates the framework in which 
projects are developed. The general aim is to secure that development on a fully 
mutual and cooperative basis, 


Question No. 10 


Eugene Castle alleges that we are giving $48 million annually to pay for pensions 
for overaged Chinese soldiers. Is this correct? 


Answer 


The ICA has neither set up nor financed a pension program for overaged Chinese 
soldiers. 

In 1954, the Chinese Government requested assistance from the United States 
to meet its urgent need for a program to increase the combat efficiency of the 
Chinese military forces on Taiwan by removing and replacing with fresh recruits 
some 80,000 overaged and disabled servicemen who came from the China main- 
land with President Chiang Kai-shek. Such assistance was an essential part of 
a joint Chinese-United States effort to increase ‘he combat effectiveness of the 
armed forces on Taiwan. The release of the combat ineffectives to the civilian 
community would make them refugees, in a sense, as they had no family, home, 
or relatives to whom they could turn for assistance. Most lacked skills or crafts 
of the type to permit them to support themselves in civilian life. The magnitude 
of this problem was such as to be beyond the financial capabilities of the Govern- 
ment of the Republic of China. 

After due consideration of the factors involved, it was concluded to be in the 
interests of the United States to make available a total sum of $48 million of 
mutual-security funds to help the Chinese Government, not in setting up pensions, 
but, rather, in carrying out a positive program to find productive and permanent 
solutions to the problem. Accordingly, $6 million was allocated to the military- 
assistance program administered by the Department of Defense for expenses 
connected with equipping and training the young replacements, and $42 million 
were economic-aid funds made available by ICA. he $42 million includes the 
local-currency element of the project cost. The funds administered by ICA are 
being used principally for two types of projects: (1) Productive activities such 
as highway construction and forestry development by which the able-bodied 
soldiers are being converted into self-supporting civilians and (2) provisions of 
hospital and other facilities for the treatment of the sick and disabled. The 
program was approved and initiated in 1955, and it is currently anticipated that 
by June 30, 1958, United States-financed support of the program will have been 
substantially completed within original budgetary estimates. There are no 
plans to request additional United States funds for this purpose. 


Question No. 11 


An allegation has been made that we handed over $1 million to bolster the 
Pakistani fishing industry. Is this correct? 


Answer 
Through June 30, 1957, ICA obligated $1,275,000 toward improving Pakistan’s 
fishing industry. The average national diet in Pakistan is 2,125 calories per day, 


of which only 10 percent is proteins, and, therefore, the exploitation of the fishing 
industry is extremely important in improving the welfare of the populace. 
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In East Pakistan alone, fish and rice are the main diet of 45 million people. 
Two hundred thousand fishermen are dependent directly upon fisheries, and 
unknown thousands are indirectly dependent. The industry is now in a primitive 
condition, but there is the natural potential to produce the millions of pounds of 
fish needed by the local population. 

The major portion of the ICA assistance has been for the development of the 
Karachi fish harbor. This has included technical advice in dredging the harbor 
and reclaiming approximately 47 acres of land, the furnishing of equipment and 
supplies not available in Pakistan, and United States training for Pakistanis. 
The fish harbor, when completed, will include such structures as an auction mar- 
ket, iceplant, drying sheds for nets, boat-repair shops, and allied facilities. Some 
of these structures have been completed and are sivahailer in operation; others are 
in the process of construction, and others are still in the planning and designing 
stage. It is expected that when the harbor is in full operation it will provide 
employment for approximately 5,500 people. Present plans call for completion 
of the facilities by December 31, 1959. The fish processed at Karachi fish harbor 
are for domestic consumption. Other related activities in the program are assist- 
ing mechanization of the fishing fleet, demonstrating equipment and technique, 
and providing nylon twine for improved nets. 

Pakistan undertook to furnish local labor and supplies needed for this program, 
and its contribution to the necessary financing was $2.9 million through June 30, 
1957. 

Question No. 12 


It is alleged that we have 200 United States engineers building a military high- 
way in Vietnam which has no military value. 
(a) Is it correct that 200 American engineers are so engaged? 
(b) What is the military value of the highway in question? 


Answer 


This statement is incorrect. 

ICA is contributing funds to the construction of two highway segments in 
Vietnam.. The first, running from Saigon to Bien Hoa (31 kilometers) is the main 
north road out of the capital (Route 1). It is heavily traveled and is of great 
economic and strategic importance. 

The second road (Route 21) is the 160-kilometer stretch from Ban Me Thuot to 
Ninh Hoa, providing road communications with new resettlement villages which 
have been established by the Government of Vietnam to insure settlement of the 
area by loyal Vietnamese who will resist infiltration by Vietminh agents. The 
Government of Vietnam has stressed the importance of these settlements and the 
connecting roads (including Route 21) to the defense and internal security of the 
country. 

The United States decision to assist Vietnam in the construction of highways 
has always been based on the urgent need to rehabilitate the war-damaged road 
system for the purpose of improving Vietnam’s defense potential, contributing 
to internal security, and providing a basie ingredient for economic progress. 
Completion of the highway system will facilitate rapid movement of the Viet- 
namese armed forces and the civil police. 

A United States engineering firm and a United States construction company 
are in charge of engineering and construction on both Routes 21 and 1. Total 
engineer personnel (including engineer types and including not only United States 
but all non-Vietnamese) employed on the highway projects by both companies 
has never exceeded approximately 70. In addition to engineers, there are em- 
ployees of management, administrative, and operational character. The number 
as well as the types of non-Vietnamese personnel who may be engaged on the 
highway projects is subject to ICA approval, which is based upon a review of 
personnel needs to meet project objectives. 


Question No. 13 


(a) Are we financing the planting of wild grass shoots along public highways 
in Lebanon? 

(b) If so, why? 

(c) What is the value of this project? 


Answer 


(a) We have contributed the services of a technician and the use of two tractors 
to a project involving the planting of wild grass shoots along a Lebanese highway. 
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(b) The purpose of this project was to prevent movement of sand. The high- 
way in question runs from Beirut to the Khalde Airport. Winds from the sea 
were blowing sand over the highway from adjacent dunes. This sand movement 
constituted a serious traffic hazard, not only to highway traffic but to incoming 
aircraft as well. It is estimated that annual labor costs of removing sand from 
the road were $16,000. It was considered that this was a worthwhile project 
to further by contributing technical guidance and equipment. 

(c) The project as a whole cost approximately $4,000. ICA’s contribution 
consisted of the part-time services of 1 technician and use of 2 tractors, both in the 
area in connection with other ICA-financed projects. The Government. of 
Lebanon provided the other equipment, fuel, lubricants, grass shoots, and labor. 

Although this was not treated as a separate ICA project, the work done was 
highly successful, and nearby countries have drawn upon Lebanese experience to 
tackle similar dune-control problems. This is an excellent example of the sort of 
incidental assistance which is possible within an aid-receiving country at little 
or no additional cost to the United States. 


Question No. 14 


“In Iran we imported machinery and equipment of all sorts valued at $25 
million. Three years later, the International Cooperation Administration was 
still trying to find out where it had all gone, where it then was, and who had it.”’ 
Is this correct? 

Answer 

There is no question but that some mistakes were made in the selection of 
equipment appropriate to Iranian conditions in the early days of the Iranian 
program. The program was on a crash basis in an effort, conceded to have been 
successful, to prevent a nation with a common border of 1,200 miles with Soviet 
Russia from falling into the Communist abyss. On the other hand, some of the 
unused equipment is explainable by the fact that it was laid up waiting for spare 
parts after being damaged in shipping. Of the “machinery and other physical 
assets * * * scattered in such a way that no one as yet has been able” to find it, 
all but 2 percent has been formally documented and accounted for. The remain- 
ing 2 percent is represented by property known to have Been financed by ICA, 
but not identifiable against shipping doeuments. It is physically present in 
Iran, and is presently utilized for projects by the Government of Iran. 


Question No. 16 


(a) Have we undertaken the construction of expensive airfields in Afghanistan? 

(b) If so, what has been the cost? 

(c) Why have we built airfields? 

(d) What is the justification of the airfields when the rest of the transportation 
system is exceedingly backward? 


Answer 


(a) and (b). We have undertaken the construction of one large airfield in 
Afghanistan. It is located approximately 12}4 miles southeast of Kandahar; 
$5.9 million was obligated by the United States in June 1956, for construction, 
materials, and equipment and for communications-navigational aids at Kandahar 
as part of an overall air project. The Government of Afghanistan had already, 
before it received any mutual security funds, planned the construction of the 
airfield at Kandahar and had spent approximately $600,000 of its own funds for 
grading and compaction. 

(c) and (d). The United States has provided assistance to air development, 
including airfields, in Afghanistan because air development is believed to be an 
essential and economical first step in helping the economy of Afghanistan. The 
civil-aviation program, under which the United States will help Afghanistan 
expand its airlines system and improve its department of Civil Aviation was 
requested by the Government of Afghanistan, and initiated in June 1956. 
Through June 30, 1957, a total of $14.7 million had been obligated for the pro- 

ram. As a result of the development of the international airport at Kandahar, 
Jnited States commercial planes have begun to link Afghanistan with the other 
countries of the free world. A management contract already in operation has 
helped the Afghan airline operate scheduled flights for an expanding volume 
of traffic. And asa further and important result of this United States assistance, 
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Afghanistan has already been able to strengthen its internal political and eco- 
nomic cohesion in a manner similar to the experience of Latin America, whose 
transportation problems closely parallel those of Afghanistan, and which, like 
Afghanistan, have very difficult terrain problems. oreover, at this time when 
the Afghan airlines have operated domestic and international scheduled flights 
for nearly a year, both freight and passenger traffic have exceeded all expectations; 
revenues have increased substantially; and exports of Karakul and Afghan 
reese a0 have been greatly facilitated. The net advantage to the Afghan economy 
is clear. 

It is fully recognized that it is important also to develop land transportation 
in Afghanistan, and substantial efforts have been made to do so, including assist- 
ance in surveying the highway system, in providing training in highway mainte- 
nance, in improving the highway maintenance organization, and in the establish- 
ment of motor maintenance repair shops. But many difficulties have arisen in 
making such assistance effective, and it is recognized that it will be a slow process 
before this assistance will have the necessary impact in the Afghanistan economy. 
In these circumstances, simultaneous assistance to air development seem 
unavoidable. 

Question No. 16 


The allegation has been made that we have provided electronic microscopes in 
regions of the Philippines where no power is available for their use. Is this 
correct? 


Answer 


Two electronic microscopes were procured for the Philippine program. Use of 
one of the microscopes was delayed due to lack of power at the time of its arrival. 
The problem was rectified thereafter and the microscope was put to effective use. 

The second microscope was procured in 1953 for the Alabang Serum and Vaccine 
Laboratories of the Department of Health of the Philippine Government and power 
was available at that location to put the instrument into effective use on its 
arrival. 

The facts concerning the first microscope are as follows: In 1951 the Philippine 
Government requested, and the then ECA approved, the procurement of one 
electronic microscope gor use in plant research at the College of Agriculture of the 
University of the Philippines at Los Banos. 

The procurement of the microscope was considered essential for the study of 
virus diseases, especially of coconuts, which is a serious problem in the Philip- 
pines. Although it was known at the time of procurement that there was no 
dependable source of power at the college to operate the microscope, the Philippine 
Government assured our mission that arrangements would be made for the college 
to connect onto the powerline which was furnishing power to Manila. It subse- 
quently developed that the Philippine National Power Co. was unable to obtain 
the necessary capital to extend their power facilities in order to furnish dependable 
power to Los Banos and surrounding communities. Faced with this difficulty 
the Philippine Government and our mission concluded that the most economical 
and practical alternative was to build a small generating plant for the college in 
order that it could supply, and be assured of, dependable power for all its facilities, 
including the electronic microscope, rather than relying on the then used com- 
mercial source whose equipment was rapidly deteriorating. Generators were pro- 
cured by ICA for the plant, and the college thereafter generated power for its 
facilities and equipment including the microscope as well as the contiguous new 
Forest Products Laboratory and the College of Forestry which also are ICA 
projects. 


Question No. 17 


Does the return of assets to Germany and Japan have any relationship, remote 
or close, to the foreign aid program? 


Answer 


The return of assets to Germany and Japan has no such relationship. 

Presumably this question is based on the current issue concerning return of 
assets originally held by German and Japanese nationals. The situation regard- 
ing these assets is as follows: During World War II the United States blocked 
and later confiscated German and Japanese assets in the United States. The 
White House issued a press release last summer which stated that it would trans- 
mit to this present session of Congress its legislative proposals with regard to these 





ass 
a fi 


the 


—eme Oo tee 


~~ eee a Ss eo 


me * wwe 


~ 





MUTUAL SECURITY ACT OF 1958 849 


assets. At no time has it been proposed that return of these assets be treated as 
a form of assistance to any foreign government. 

Aside from military assistance, Germany is no longer receiving any aid and 
there is only a small technical assistance program in Japan. 


Question No. 18 


Eugene Castle has stated that we are now expected to pay Germany for the 
cost of maintaining the British and French armed forces now on duty there. 
Is this correct? If so, why are we doing it? 


Answer 


We are not now paying, nor have we agreed to pay Germany or anyone else 
for the cost of maintaining British and French armed forces in Germany. 

There has been recent protest by Great Britain that due to Germany’s refusal 
to pay troop support costs these costs were creating a foreign exchange problem 
for Britain. Britain believes she is bearing an unfair share of the burden of 
maintaining NATO military strength. France has also voiced informal com- 
plaints along the same lines. A committee of experts agreed that the cost of 
maintaining troops in Germany was causing Britain a foreign exchange problem. 
The German Government has suggested that to relieve Britain of this burden 
other NATO countries contribute to the cost of maintaining her troops in Germany 
No further action has been taken with respect to this problem. Behind this 
proposal lies the question of equitable distribution of mutual defense costs. 


Question No. 19 


Highways and bridges are being built in foreign lands while our own road 
system has been neglected for many years. 


Answer 


During the period July 1, 1954, to November 30, 1957, the United States 
Government financed highway improvements and development in aid receiving 
countries in the amount of approximately $133 million. 

For calendar year 1954, $5.7 billion were expended for new highway construc- 
tion in the United States. 


Question No. 20 


It has been alleged that the United States undertook the building of a highway 
in Thailand for $6 million and that this highway has already cost $18 million for 
half of the originally planned stretch. Is this correct? What are the circum- 
stances surrounding the construction of this highway? 


Answer: 


United States support of the Northeast Highway project in Thailand was 
undertaken in 1954 on an urgent basis when Communist Viet Minh troops pene- 
trated to the northeast Thailand border and it appeared there was grave danger 
that neighboring countries, especially the former Indochina States, might fall to 
overt Communist aggression and subversion. Initially, the highway was con- 
ceived as a strategic road to the northeast so that Thai forces could more ef- 
fectively use tanks and other vehicles furnished as United States military aid, to 
defend the area in the event of hostilities, while at the same time the great economic 
inpatients of the road was recognized. 

he semiarid northeast of Thailand to be served by this road is relatively 
isolated, economically depressed, and vulnerable to subversion. The road forms a 
main link in the vital transportation route from the port of Bangkok to landlocked 
Laos. The linking of Bangkok to the northeast with an all-weather road is of 
very high priority in the improvement of Thailand’s communications. Already 
remarkable new economic activity is resulting as the road penetrates into the 
heretofore underdeveloped northeast. Agricultural diversification and processing 
is essential to the development of economic self-sufficiency in Thailand and the 
northeast is the key area in this regard. 

Because of the grave military situation existing when the project was initiated, 
it was considered necessary to start road construction quickly before completing 
detailed engineering studies and cost estimates. In lieu of such studies, it was 
arranged that detailed engineering would proceed concurrently with the con- 
struction. 

At an early stage a preliminary cost figure of $6% million (plus a $1 million Thai 
conttibation) was suggested, based on generally unchecked Thai data. However, 
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before ICA undertook to contract for any construction, an engineering recon- 
naissance survey was arranged in order to secure more realistic figures. This 
survey was not and did not purport to be a detailed engineering study with precise 
cost estimates. The survey estimated a cost of $21 million for a 200-mile highway 
consisting of 2 principal parts: a first 100-mile stretch involving completely new 
construction through difficult terraine; and a second 100-mile section, largely 
involving bridge repair and the rehabilitation of an existing road, and therefore 
being the less expensive half of the project. On the basis of these reconnaissance 
figures it was decided initially to undertake only the first 100-mile stretch. 

The cost of constructing this 100 miles is proving greater than the estimates 
made in the initial 1954 reconnaissance survey for the following reasons: 
nm (°) Design criteria were revised upward upon the advice of the Department of 

efense. 

(b) There has been a continuing general worldwide increase in construction 
costs since 1954. 

(c) Part of the highway was relocated. 

(d) In addition, certain cost elements, such as quantities of earth and rock to 
be moved, were underestimated in the reconnaissance survey. 

It now appears that this first 100-mile stretch will cost about $22 million when 
completed in mid-1958. 

This project is considered fundamentally sound in concept and execution. 


Question No. 21 


Have we provided dress suits for Grecian undertakers under the foreign-aid 
program? 


Answer: 


Proctirement records in Greece show no aid-financed procurement of clothing 
of any kind with the exception of footwear for the Army. Civilian clothing, as 
a matter of United States and Greek policy, has been ineligible for United States 
aid financing in Greece since the inception of the aid program in Greece. 


Question No. 22 


Have we financed public baths for Egyptian camel drivers? 


Answer 


ICA has provided funds to assist a cooperative rural health demonstration 
center at Shubra Mont, in Egypt. The project included public baths as part of 
the health center. Although the project commodity procurement schedule, 
which describes the commodities being bought with the United States dollar 
contributions to the project, does not include public baths, some of the com- 
modities procured could have been used in connection with building the baths. 

There is also included as part of the Egyptian-American rural improvement 
service projects a project for village improvement in the Abis area. This project 
which was financed from a joint United States-Egyptian joint fund provided for 
the construction of a building combining baths and a laundry. 

Neither of these projects was specifically designed to provide facilities for camel 
drivers. However, it is obviously possible that the facilities could have been 
used by camel drivers. This is particularly true of the Shubra Mont project, 
which is located just off a well-traveled road to Cairo. 

The inclusion of public bathing facilities in these two projects results from the 
fact that Egyptian villages customarily have public bathing facilities, and from 
the further fact that such facilities are frequently no more than drainage ditches, 
the use of which has sometimes led to the development of bilharzia. A project 
designed to encourage and improve health and sanitation standards would there- 
fore necessarily include public bathing facilities. 

It should be pointed out, furthermore, that technical cooperation projects have 
for some time included public bathing facilities in health projects. 


Question No. 23 


Have we provided free airplane rides for thousands of Arabs to visit Mecca? 
(a) If this is true, what are the justifications? 
(6) Did the United States derive any benefits from this project? 
(c) What were the nationalities of the Arabs so transported? 
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Answer 


(a) The United States Government has provided transportation for pilgrims 
to Mecca on two occasions: 

1. The first instance did not involve ICA or its predecessor agencies or the use 
of any MSP funds. In August 1952, the Lebanese Government appealed to the 
United States Embassy in Beirut for help to provide emergency transportation 
for pilgrims who were stranded in Beirut on their way to Mecca. This appeal 
occurred on August 22. The pilgrims had to be at Mecca by August 29 to fulfill 
the deeply-felt religious purpose of their journey. Local airlines had oversold 
tickets on the normally scheduled and special flights that were to take Moslem 
pilgrims from all over the Moslem world to Mecca in time for the yearly pilgrimage 
ceremonies. When it was found that private American airlines could not fill the 
gap, the Department of State consulted with the Secretary of the Air Force, and 
it was determined that Air Force transport planes could be made available. Over 
3,000 pilgrims were transported by the Air Force. These pilgrims were not given 
free trips. They had paid full commercial fares in Lebanese pounds to the three 
local airlines. It was agreed that the pilgrims should not receive any special 
benefits by virtue of being transported in Air Force planes, and that the Air Force 
should not receive any benefits for this humanitarian service. It was, therefore, 
decided that the United States Government should not enter into the arrange- 
ments except in terms of providing the transportation. A Moslem welfare 
committee composed of 14 leading Moslem dignitaries and personalities in Lebanon 
was established by the Lebanese to receive and distribute the refunds. The three 
airlines involved therefore turned over to the American Ambassador a sum of 
707,400 Lebanese pounds in trust for his presentation to the Moslem welfare 
committee. This was done on October 25, 1952. 

These funds were not collected by or on behalf of the United States Government 
and were turned over to the Ambassador by the airlines for the sole purpose of 
presentation to the Moslem welfare committee. At the time it was made clear 
to the Lebanese Government that the United States Government could not be 
expected to repeat such a humanitarian operation in the future and it was im- 
pressed on those responsible that adequate planning for commercial transportation 
had to be undertaken during future pilgrimage seasons. 

2. In June 1956, at the request of the Government of Afghanistan, the United 
States, under the mutual security program, furnished under contract to Pan 
American World Airways one commercial airplane to the official Afghan airline 
to help transport Moslems from that country on their pilgrimage to Mecca. These 
Moslems also were not provided with free trips, but paid their own way in Afghan 
currency to the Aryana Airlines. The cost of chartering the commercial plane 
was charged to funds available under the mutual security program. 

(b) Both of these projects resulted in increased good will in the Moslem world 
for the United States. In the case of the 1952 airlift from Beirut, the fact that 
the United States had come to the rescue of stranded Moslem pilgrims received 
cousiderable publicity in the Middle East and brought a grateful response from 
numerous prominent Moslems, many of whom had previously been hostile to the 
United States. The airlift also demonstrated to the people of the area the capa- 
bilities of the United States Air Force in an unmistakable manner. 

As for the 1956 Afghanistan project, the provision of transportation for pilgrims 
to Mecca is an important function of the Government of Afghanistan, which it 
must perform in order to meet the expectations of the Afghan people. United 
States assistance to the Afghan Government in fulfilling that function at a time 
when the Government air transport system was inadequate to the task demon- 
strated the friendliness of the United States and thus helped to dispose the Afghan 
Government favorably to the West. It also provided an important stimulus to 
the Afghan air transport system, a project to which the United States was plan- 
ning to provide and is now providing economic assistance. 

(c) In the case of the Beirut airlift, the pilgrims stranded in Beirut were pri- 
marily of Turkish, Iranian, and north African origin. The Moslems assisted in 
Afghanistan were mostly of Afghan nationality (not Arabs). 


Question No. 24 
Are foreign-aid funds being used to send opera singers to Western Europe, 


weight lifters to the Middle East, and jazz bands to Latin America and the Far 
East? 


21862—58—pt. 6——-7 
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Answer 


No. 

Some tours abroad by creative and performing artists and athletes from the 
United States are being assisted by the Department of State under the express 
authority of Public Law 860, 84th Congress. They are not a part of the mutual 
security program and are not administered by ICA. 


Question No. 25 


It has been alleged that the Philippines could live and prosper without one 
American foreign aid dollar. 
(a) What is the economic situation in the Philippines? 
(b) What would occur if all American aid were to be withdrawn? 


Answer 


While a more effective use of its resources would benefit its economy, the 
Philippines cannot meet both its present defense and development requirements 
without external assistance. 

(a) Currently, the economic situation in the Philippines is at its worst since 
1949, whan an economic crisis resulted in the Philippines request for aid from the 
United States. Due to falling prices of exports and a heavy demand for imported 
consumer goods, the Philippines’ foreign exchange position deteriorated seriously 
during 1957. Foreign exchange reserves at the end of 1957 amounted to approxi- 
mately $140 million, less than 3 months’ import requirements at the average 
monthly import rate that year. 

Since most of the Philippine people live only a little above a bare subsistence 
level, Government revenues are derived largely from customs duties and excise 
and sales taxes. These revenues are insufficient to defray the cost of essential 
Government operations, thus necessitating deficit financing of important public 
works and military installations, with inflationary results. The present situation 
is such that foreign investors are loath to invest in the Philippines and domestic 
capital is hoarded or used in speculative activities. 

(b) The ICA defense support-technical assistance program for the Philippines, 
reduced to $19 million this year from a $33.9 million program last year, is concen- 
trated in support of military construction and rural development. The effects, if 
the present ICA defense support-technical assistance program were terminated, 
would jeopardize goals of specific interest to the United States. Military construc- 
tion would probably be substantially curtailed and the rural development program, 
on which much of the United States past aid has been focused, would deteriorate. 
Lack of the programed military facilities would not immediately affect the 
economy but would delay the development of the military strength of an important 
ally. 

Retrenchment in the Philippine Government’s rural development program 
would risk a resurgence of discontent in rural areas, a problem with which the 
Philippines, with United States aid, has begun to make substantial progress. 
Without the pesos derived from the sale of United States surplus agricultural 
commodities (half of ICA aid to the Philippines takes this form) the Philippine 
Government would either have to curtail these activities, reduce other essential 
Government activities or further increase its budgetary deficit. Curtailment of 
other Government services would increase the danger of instability and any 
increase in deficit financing would intensify inflationary pressures in an economy 
facing a serious economic situation. 

It is true that United States aid to the Philippines is small compared to that 
country’s gross national product of $5 billion. It is also true that United States 
aid will not solve all the problems of Philippine defense and development and 
that the primary job must be done by the people of that country, who in some ways 
could be doing that job more effectively. However, it is also true that (1) the 
problems of Philippine defense and development are not easy ones; (2) a primary 
purpose of United States aid has been to stimulate the Philippines to make the 
most effective use of its resources in tackling these problems; and (3) without 
United States aid the rate of economic development in the Philippines, the growth 
of governmental, financial, and educational institutions needed to improve eco- 
nomic and social conditions, and the construction of needed defense facilities 
would have been much slower. 
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Question No. 26 


Do we conduct a knitting school with foreign aid funds? 
Answer 


ICA does not, insofar as we can determine, conduct a knitting school with foreign 
aid funds anywhere in the world. We do under the technical cooperation program 
support projects of a home economics and cottage industry nature which involve 
teaching of sewing. 

This kind of “charge” is particularly difficult to deal with because of its failure 
to specify the type of activity involved or where in the world it might be. 

After a diligent search, the only activity which ICA can discover which may 
have given rise to this charge, is a project in Korea which is operated entirely 
with private funds by the Church World Services, a distinguished American 
humanitarian organization. This activity was designed to assist impoverished 
Korean war widows to earn a living by kritting and other sewing. It has been 
assisted by the wives of American diplomatic and ICA personnel in Korea, on a 
voluntary basis. 

It seems particularly unfortunate that such a charitably inspired and worth- 
while voluntary effort should be misinterpreted and held up to ridicule. 


Question No. 27 


Do we underwrite modern art exhibits with foreign aid funds? 


Answer 

No. 

Some activities of this general character are financed by other agencies of the 
Government under legislative authority, which is entirely separate from the 
mutual security program. 

Question No. 28 


Has a survey of flower reproduction been financed with foreign aid funds? 
Answer 


Mutual security funds have not been used in connection with a survey or the 
growing of ornamental flowers. We know of only one case where we have financed 
a project involving a plant which could reasonably be mistaken as ornamental. 
That involved experimental growing in Latin America of kenaf which is a member 
of the hibiscus family. It is a jute substitute valuable for string, rug, yarn, and 
burlap and is considered a strategic material. The only substantial sources 
of supply at present are India and Pakistan. 

ICA policy would permit the financing of flowers where they have an industrial 
or agricultural use. Where the flower is ornamental, even though it may have 
economic value, either as a foreign exchange earner or in the development of local 
markets, we would not finance any project involving it. We have refused to 
finance ornamental flowers on a number of occasions. Late in 1954, for example, 
we refused the request of one government that we help replace the rose collection 
of an agricultural experimentation station which was destroyed by flood. 

The Agricultural Research Service, using Department of Agriculture, not mutual 
security, funds does survey and investigate ornamental flowering plants in various 
parts of the world as part of its regular research activity. This has nothing 
to do with the mutual security program. Perhaps it was such a survey that 
gave rise to the above question. 


Question No. 29 


It has been alleged that merchants in Vietnam have profiteered as a result of 
the disparity between the official exchange rate and the actual rate for Korean 
and Vietnam currency. 

(a) Has this not resulted in a waste of foreign aid funds in that the local 
currency proceeds to the United States from the sale of our goods have been 
lower than they should be? 

(b) Have local merchants in fact profiteered? 

(c) What has been the extent of these windfall profits? 








854 MUTUAL SECURITY ACT OF 1958 


KOREA 
Answer 


(All three parts of this question are being answered together because they are 
closely interrelated.) 

The Korean Government, with the advice and assistance of the United States, 
has taken several measures which have had a salutary effect in reducing oppor- 
tunities for windfall profits by importers. These profits, the amount of w hich 
cannot be readily determined, did for a period reduce somewhat the effectiveness 
of the ICA commodity import program in combating Korea’s chronic inflation. 
However, during 1957, although the windfall profits had not been fully eliminated 
inflation was brought under control. 

The situation that gave rise to windfall profits, and the measures taken to deal 
with the problem, are described below. 

It must be noted, at the outset, that profiteering by Korean merchants was 
not, and is not, involved in a substantial part of the United States aid program, 
such as the supplies and equipment imported for government projects, including 
powerplants, rehabilitation of railroads, etc. In addition, major portions of non- 
project imports are distributed through government channels, reaching the ulti- 
mate consumer at prices equivalent to, or only slightly above, the official exchange 
rate plus the cost of distribution. 

The problem of excessive profits grew primarily out of a major shift from 
government to commercial procurement undertaken in mid-1956 in order to 
stimulate private business and investment and improve the distribution of im- 
ported commodities. While the exchange rate had been raised in August 1955 
from 180 to 500:1, the prices of many commodities continued to advance, per- 
mitting importers to realize considerably more than the 500:1 paid by them for 
the dollar allocations provided from United States aid. This resulted in windfall 
profits on commodities such as artificial fibers, paper, medicinals and others, for 
which demand greatly exceeded the supply. 

While further adjustment of the exchange rate would have reduced, if not 
eliminated, the windfall profits, the Korean Government has consistently aimed 
at avoiding new devaluation as inflationary. Instead, with the aid of the ICA 
Mission, the Korean Government has attempted to meet the problem of windfall 
profits in other ways. First, it increased initial downpayments which importers 
were required to make when applying for dollar allocations. However, prices 
and profits continued to rise, and competition among importers for dollar exchange 
became so keen that available funds for certain particularly desirable commodities 
were heavily oversubscribed. The Government then for a period awarded the 
dollar exchange available for the import of these commodities by the drawing of 
lots, a System which did not succeed in eliminating profiteering and was further 
criticized as fostering gambling and speculation. Finally, in the spring of 1957, 
the Korean Government, at ICA urging, adopted a system of awarding the dollar 
allocations for commodities in greatest demand on the basis of the highest offers 
for the purchase of Government bonds over and above the basic payment of 500 
hwan per dollar. Since this system, too, has certain unsatisfactory features, the 
Korean National Assembly is now considering a bill, drafted with the assistance 
of an ICA tax consultant, which would replace the bond purchase system with a 
special excise tax on aid dollar allocations to importers. Meanwhile, efforts con- 
tinue to improve and expand the bond purchase system through administrative 
action. 

VIETNAM 
Answer 

(All three parts of this question are being answered together because they are 
closely interrelated.) 

Under the conditions presently prevailing in Vietnam, importers have little or 
no opportunity to earn windfall profits from the sale of imports financed by the 
United States. During the early years of the United States aid program, some 
windfall profits did accrue to commercial importers of salable commodities financed 
with United States assistance. These import profits, the amount of which cannot 
be determined, represented to some extent a waste of United States aid funds 
because local currency which otherwise would have been available to the United 
States and the Vietnamese Government for agreed purposes was diverted into 
private channels. However, since early 1957, control measures have so changed 
the situation that windfall profits have been almost entirely eliminated. 

The background facts are as follows: 

In 1955 and 1956, the internal financial and monetary situation in Vietnam 
was extremely unsettled owing to the civil war with the sects, the need to provide 
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for a very heavy influx of refugees, and the inexperience of the newly formed 
Vietnamese Government grappling with the unstable political and economic 
situation. Under these conditions, the pressure of internal monetary inflation 
and the lack of confidence in the piaster generated very strong demand for imports. 

The Vietnamese Government was concerned about the excessive demand for 
imports and the windfall profits to which this situation gave rise and, there- 
fore, with the advice of the ICA mission, sought a means of dealing with 
the problem. In the fall of 1956, the government introduced price controls 
and legally imposed profit margins on the sales of imported commodities. The 
Government decided against modifying the exchange rate but did proceed by 
substantially increasing taxes on imports (imposed early in 1957), to increase the 
number of piasters yielded by each dollar of ICA-financed commercial imports. 
Import levies, on the average, now yield 18 piasters per dollar value of aid imports. 
Thus, a Vietnamese importer actually pays (and the Government of Vietnam 
actually receives) 53 piasters for every dollar’s worth of imports. In this sense, 
one can say that the “effective rate’’ of exchange for imports in Vietnam is 53 to 
the dollar, rather than the official rate of 35 piasters,to the dollar. 

As a result of the additional taxes imposed, and of measures taken by the Viet- 
namese Government since late 1956 to combat internal inflation, it seems quite 
clear that the Vietnamese importers are at present not generally benefiting from 
profit windfalls. In fact, it is likely that certain importers are actually incurring 
losses under present conditions. There may be a few isolated import commodi- 
ties for which demand still outruns supply, and the United States Operations 
Mission has therefore suggested to the Vietnamese Government that even larger 
excise taxes be imposed on certain imports in order to limit demand and further 
reduce profit margins; motor scooters may be a case in point. 

To give an example of how the present taxes on imports operate, take the case 
of tobacco, a commodity for which the ‘‘effective” exchange rate is much higher 
than for the average product. Every dollar’s worth of leaf tobacco imported into 
Vietnam is subject to a 20 percent customs duty. However, the taxes imposed 
in March of 1957 must then be added, i. e., a 50 percent stabilization tax (caleu- 
lated exclusive of customs) and a 25 percent production tax (calculated inclusive 
of customs and stabilization tax). Thus, in the case of tobacco, a dollar’s worth 
of tobacco actually costs the Vietnamese importer over 74 piasters, as compared 
with the official rate of exchange of 35 piasters. 


Question No. 30 


allegation has been made that 20 locomotives were shipped to Korea in 
way that the transportation cost far exceeded that of another available 
of shipment. 
as the justification for LC/.'s action in shipping these locomotives via 
voast in small groups rather than using a group shipment from the east 


Answer 


Actually, funds were saved by shipping these 20 diesel locomotives from the 
Pacific coast as they became available from the manufacturer. This method of 
shipment was selected by ICA as in the best interests of the United States Govern- 
ment after calculation of all factors involved. It is true that the cost of ocean 
freight would have been cut approximately $130,000 if shipment of the entire 
block of 20 locomotives had been delayed for about 144 months until the last 
locomotive was ready for shipment from the east coast. However, the resulting 
delayed delivery of the locomotives to Korea would have deprived the Korean 
National Railways, which is supported by the United States aid program, of sav- 
ings in fuel costs of almost a quarter of a million dollars. Actually over $115,000 
net was saved by the earlier staggered delivery of locomotives approved by ICA. 

The saving in fuel cost of almost $250,000 is computed as follows: Advanced 
delivery by fast liner from the west coast placed the locomotives into operation a 
total of 404 locomotive days ahead of group shipment from the east coast via the 
Panama Canal. The 20 diesel locomotives shipped replaced 91 outmoded, over- 
aged, coal-burning steam locomotives with a resultant saving in fuel costs of over 
$600 per day attributable to each diesel from the time it was placed into operation. 

The shipment of locomotives arranged by ICA accomplished, in addition to the 
foregoing significant savings, the utilization of United States-flag instead of 
foreign-flag vessels. The staggered shipments were all made on fast United States- 
flag liners. A group shipment would have been possible only on a specially 
equipped foreign-flag tramp vessel since no United States-flag vessel exists capable 
of carrying a cargo of 20 locomotives. 
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Question No. 31 



















Ans 

Is our military assistance equipment being used by Trujillo to keep the people 1 
of the Dominican Republic under dictatorial domination? mh 
Answer fore 

The military-assistance equipment provided by the United States to the owl 
Dominican Republic amounts to a small fraction of the $30 million which that whe 
country annually expends on its military forces. The United States equipment and 
is limited to support items, principally spare parts and ammunition, and training Act 
for the navy and air force of the Dominican Republic. 

The Dominican Republic has an agreement with the United States for the pur- 
chase of military equipment. It also has made purchases of military equipment Aus 
and supplies in a substantial amount from other countries. Der 

The United States obviously favors a democratic form of government but is not Fra 
in the position to insist that other governments conform with this preference. Net 
To accomplish the objectives related to the security interests of the United States, No} 
itis important that the United States continue to plan in conjunction with friendly Un 
nations the military defense of the hemisphere. 

Question No. 32 3 

Was our military assistance equipment |being used by Perez Jimenez to keep ane 
the people of Venezuela under dictatorial domination? Po 
Answer cer 

Venezuela, as a result of its huge oil income, is capable of purchasing and does bar 
purchase with its own funds from other world sources, material and equipment pre 
required for its armed forces. 

It has an agreement with the United States for the purchase of military equip- for 
ment. It also has made purchases of military equipment and supplies in a sub- isl 
stantial amount from other countries. for 

The United States obviously favors a democratic form of government but is not am 
in the position to insist that other governments conform with this preference. col 
To accomplish the objectives related to the security interests of the United States, 
it is important that the United States continue to plan in conjunction with friendly dey 
nations the military defense of the hemisphere. = 

Question No. 33 on 
C 

Do we give any economic assistance to the Dominican Republic? all 
Answer > 

The only economic assistance now given to the Dominican Republic is a small eq 
technical-cooperation program in rural and vocational education. It is carried pu 
out through a joint Servicio which is staffed by 10 United States technicians and 
114 Dominican technicians and employees. 

In addition to the program now in existence, there was a small cooperative 
health program from 1°44 to 1948 and a cooperative agriculture program from 7 
1952 to 1956. Beginning with fiscal year 1952, the following figures represent fre 
the total amounts expended each year for all economic assistance to the Domini- fre 
can Republic: At 
Fiseal year: Amount erpended 

tahiti atatata atetatetetetatetateeletatetetetetataattchtatel etait or 

stechetechatestatetectateietetesteietetetetatebatetetatatebatenenatetstetateneteatatetetetetatetetaetateteetet Of 

Oe eee eee eee ee ee ee se se as 

SS ra 
Question No. 34 

he 

Have any local currency funds ——- to the United States or any counter- ec 
part funds been used for debt retirement 
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Answer 


1. No local currency funds belonging to the United States have been used 
for debt retirement. 

2. Prior to enactment in 1953 of the provision against use of counterpart for 
foreign government debt retirement, the following amounts of counterpart 
owned by cooperating countries were released for debt retirement in situations 
where such release was regarded as necessary for purposes of internal monetary 


and financial stabilization in accord with objectives of the Economic Cooperation 
Act of 1948. 


Amount in 
Country millions 

Ps ee et aet Bee oe an pee oan a ae cee $85. 0 
SOMME SSO Sse eRe heed ee en ek ee ee anne ae 130. 1 
Prete cc os. ee fee een ob ce dee ce eee oe ee 171. 4 
WGN NEI col akc Geb den mapas 6 es ota noe nthe Pachadaee Sone 197. 4 
INGUIN cle Shion 6. 6 Cor peer sree Wa 2 ode a arn cade ances oad co eee ce 292. 7 
Unites itiietartes vec. hes oh avon e at coe ee nan s canet Secnadaneene 1, 706. 7 
OM Lis oboe Seek ee Se ee ee ee ee eee 2, 583. 3 


3. Since 1953, except as permitted by statutory authority, there has been no 
debt retirement use made of counterpart, the deposit of which was required by 
statute. In 1954 counterpart subject to the ban on debt retirement became an 
amount equal to “proceeds to the recipient nation from the import or sale” of 
certain grant aid in place of the previous “commensurate” value. In 1956 the 
ban on use of counterpart for debt retirement was limited by the following 

roviso: 
. “Provided, however, that to the extent that funds have been borrowed by any 
foreign government in order to make a deposit of counterpart and such deposit 
is in excess of the amount that would be required to be deposited pursuant to the 
formula prescribed by section 142 (b) of the Mutual Security Act of 1954, as 
amended, such counterpart may be used in such country for any agreed purpose 
consistent with the provisions of such Act.’ 

In Korea, where an exception to the statutory requirement for counterpart 
deposits has always applied, an amount equivalent to the value of grant aid to 
the public sector of the economy (from which no actual proceeds accrue) is 
borrowed by the Korean Government from the Bank of Korea, deposited in the 
counterpart account, and subsequently withdrawn and repaid to the Bank of 
Korea. This bookkeeping arrangement serves to provide a full accounting for 
all grant aid given and not just that portion of aid generating actual sales proceeds. 
In addition, despite the special statutory exception for Korea, the United States 
and Korean Governments have agreed that an amount in the counterpart account 
equivalent to actual proceeds net of import duties be made available for the 
purposes of counterpart. This amount is treated as ineligiblefor debt retirement. 


Question No. 35 


There have been reports that foreign aid funds were used for the erection of 


frozen orange juice plants in Italy. How many Italians have facilities to store 
frozen orange juice? 


Answer 

No mutual security funds have been used to finance the construction of frozen 
orange juice plants in Italy. 

We estimate that, at most, 10 percent of Italian households own refrigerators. 
Of these only the latest models permit storage of frozen foods. However, as far 


as we know the market for the frozen juice is composed largely of hotels, restau- 
rants, hospitals, and the like rather than individual consumers. 


Question No. 36 


There have been repeated reports that public works and industrial projects 
have been undertaken in foreign countries without adequate engineering and 
economic surveys having been conducted. 

(a) What is the practice of the United States in this respect? 

(b) What steps have been taken to insure that such surveys are adequate? 

(c) What personnel are available in Washington to insure adequacy and 
efficiency of projects undertaken? 


(d) Does this latter group have sufficient voice in the administration of the 
program? 
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Answer 


(a) The normal present practice of ICA with respect to proposed public works 
and industrial projects to be financed with direct ICA grant or loan funds (apart 
from the Development Loan Fund, which is discussed in (a) 9 below) is as follows: 

1. A project proposal form giving full details of the suggested project is pre- 
pared by the United States Operations Mission in the country concerned, on the 
basis of information supplied by the officials of the cooperating government or 
private entity requesting assistance, supplemented by on-the-spot checks by 
appropriate technical personnel of the USOM. 

2. This proposal is accompanied by any engineering and economic survey 
reports bearing on the project which have been made. In some cases, such as 
Korea, ICA assists cooperating countries in retaining United States engineering 
firms on a continuing or special contract basis to make such surveys. 

3. The project proposal and accompanying data is reviewed by the technical 
and economic personnel of the USOM and is not forwarded to ICA, Washington, 
unless the USOM is satisfied with its technical and economic soundness. 

4. Project proposals forwarded by the USOM are intensively reviewed by the 
appropriate Technical Services Division of ICA, Washington (see (c) below for a 
description of the resources available for this purpose). 

5. If the ICA, Washington, review indicates any questions about the project, 
the USOM is requested to supply further information. 

6. Whenever it appears that satisfactory engineering and economic survey 
studies are not available to support the project, ICA requires that a competent 
engineering firm be retained to make a special survey of the economic feasibility, 
engineering soundness, location, ete., of the project. 

7. Only when a project is deemed fully sound on the basis of these reviews and 
surveys will ICA normally approve it for financing. 

8. Gnce a project is approved it is ICA’s practice to assist the ts 
countries in retaining a competent engineering firm to undertake the detaile 
design of the installation involved; to prepare detziled invitations for competitive 
bids on actual construction; and to supervise actual construction. 

9. Progress reports on all capital projects are required to be made periodically 
to ICA’s Engineering Department in Washington, and reviewed and concurred in 
by the firm responsible for the engineering. The design engineer is also respon- 
sible for the inspection of construction and acceptance of the plant and facilities 
as being built and equipped in conformity to the approved drawings and specifica- 
tions. USOM’s are required to follow the job in the field, and ICA Washington, 
representatives inspect the more complicated projects on a periodic basis. 

In rare eases where there are urgent political or economic considerations neces- 
sitating especially rapid action, ICA may agree to finance a project before all of 
these normal documentation and review procedures have been carried out. In 
sucb cases ICA takes such steps as seem reasonably necessary under the particular 
circumstances in order to assure, before the project gets under actual construction 
and during the course of its implementation, that the project is technically sound 
and that it is carried out effectively. 

A standardized procedure for projects to be financed from the new Development 
Loan Fund is now in the final stages of preparation and has not yet been put into 
effect. It is expected to embody elements of both the ICA procedures described 
above and of the procedures followed by the Export-Import Bank for similar 
projects. ICA and the Export-Import Bank will render technical and other 
services to the Fund in connection with loan applications. 

(b) ICA has taken a number of steps in recent years to tighten up its procedures 
in this respect and to improve its staff and facilities available for review of such 

rojects. This action has been based on increasing recognition of the need for 
intensified activity on this aspect of the program, particularly as its geographic em- 
phasis has shifted from the more developed countries of Europe, which have a high 
level of engineering and economic competence of their own, to the less developed 
countries which lack such facilities. ICA’s predecessor agencies followed some- 
what less systematized and less rigorous procedures than those described above. 

Specifically, the following steps have been taken: 

1. Technical and economic staffs in USOM’s abroad have been progressively 
strengthened. 

2. Increasing use has been made of survey and engineering contracts of the 
types described above. 

3. A full-time separate engineering staff in ICA, Washington, was created in 
1955. 
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4. The services of this staff have been supplemented by a continuing contract 
with a major United States engineering firm to provide engineering and economic 
reviews which are beyond the resources of ICA’s own staff. 

5. The standardized procedures for documentation and review of proposed 
projects, as described above, were instituted about 3 years ago. 

(c) The personnel available in ICA, Washington, to assure adequacy and 
efficiency of projects undertaken includes: 

1. The services, as required, of the whole complement of economic and technical 
personnel in ICA, Washington, which numbers several hundred people, with 
various types of technical and economic specialization and experience. 

2. The services of a full-time industrial Engineering Division which includes 
15 engineers and business analysts. 

3. The engineering services of a leading independent consulting firm on a 
retainer basis, under a contract with ICA, Washington. The services of 8 full- 
time engineering personnel and 16 special engineering consultants were utilized 
under this contract during fiscal year 1957. 

4. Under a series of interagency agreements ICA also receives technical review 
and similar services from other United States Government agencies which have 
specialized technical competence, such as the Bureau of Public Roads, the Bureau 
of Reclamation, the United States Department of Agriculture, etc. 

5. In addition, ICA employs special consultants on particular problems or 
projects from time to time. 

(d) ICA believes that the technical personnel available to it now have a suffi- 
cient voice in the administration of the program, The above-described procedures 
and practices cannot, of course, give assurance that mistakes have not occurred 
or will not hereafter. In complex projects like these in foreign countries where 
technical and other factors are often involved that are not encountered in the 
United States, and with the necessity for judgments balancing the need for 
prompt action against the need for double-checking of technical details, errors 
can obviously take place. 

Question No. 37 


The charge has been made that United States bulldozer operators in Cambodia 
received $20.25 an hour with all living expenses paid in an American compound 
and no income tax. 

(a) Is this correct? 

(b) What is the rate of pay for a bulldozer operator in Cambodia? 

(c) What additional compensation in the form of living expenses or other 
expenses do they receive? 

(d) Are they subject to income tax? 


Answer 

(a) No. 

(b) The hourly rates of United States bulldozer operators in Cambodia are 
fixed by the contract between the contractor and the Cambodian Government 
at $3 minimum and $3.25 maximum based on a 40-hour week with overtime 
paid at the rate of 14% times the hourly rate. Operators completing 18 months 
contracts receive a bonus of 10 percent of basic salary earned. Operators com- 
pleting 12 months contracts receive a bonus of 5 percent of basic salary earned. 
The operators receive 12 days vacation and 10 days sick leave per year. 

(c) They are furnished food, laundry, and quarters at the contractor’s camps 
without charge. 

(d) They are subject to the same United States income tax regulations and tax 
liability as any United States citizen (other than a United States Government 
employee) working overseas. Such persons are generally exempt from liability 
for United States income taxes for periods during which they remain outside the 
United States a minimum of 18 months. 


Question No. 38 


The charge has been made that the United States is not undertaking any new 
reclamation projects this year but that such projects will be undertaken under the 
foreign-aid program. 

(a) Is this correct? 
(b) How can it be justified? 
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Answer 

(a) Yes. 

(b) One of the purposes of the mutual security program is to give. economic 
assistance to the less developed countries of the free world. A major problem 
in many of these countries is the neglect and exhaustion of soil resources over the 
centuries plus inadequate development and conservation of water resources. 
Since these countries are dependent primarily on agriculture for their livelihood, 
it would not be possible to improve their living condition without land and water 
resources programs. These projects are deemed necessary if these countries are 
to attain or maintain economic and political stability, which is in the security 
interest of the United States. 

Question No. 39 


In most official accountings of the foreign-aid program Public Law 480 (surplus 
agricultural commodities) transactions are not taken into account. 

(a) Why are Public Law 480 transactions excluded from most ICA account- 
ings? 

(b) Is not the furnishing of surplus agricultural commodities foreign aid? 

(c) Does it not meet the same needs as those met by our foreign economic 
aid? 
Answer 


(a) In some of the accountings required on the foreign-aid program, it is obvi- 
ously not appropriate to report Public Law 480 transactions. However, in many 
of the reports on ICA activities designed by ICA, transactions under Public Law 
480 are fully reported. Indeed, ICA has gone to considerable effort to account 
fully for the relevant Public Law 480 title I transactions. For example, in the 
congressional presentation last year, ICA carefully projected its best assumption 
of fiscal year 1958 Public Law 480 title I sales in the key countries. Again this 
year that information is being made available in the congressional presentation 
books for the fiscal year 1959. 

(b) If by “foreign aid” it is meant (and we believe this is the proper interpreta- 
tion) that it performs a role which in its absence would have to be done with 
mutual security appropriations, then in some cases it is “foreign aid” in others it 
isnot. There are three distinct situations: (1) In some countries, of which Korea 
and Pakistan are examples, some sales of commodities under Public Law 480 are 
the equivalent of mutual security program dollars. ICA has a careful program- 
ing procedure to identify such cases and to reduce the MSP request correspond- 
ingly. (2) In Brazil and Finland, on the other hand, it cannot be counted as 
‘foreign aid’”’ because, without it, it is unlikely that we would provide economic 
aid under the mutual security program (other than possibly technical assistance). 
(3) In still other countries, the picture is mixed: Without Public Law 480 there 
would be a requirement for more mutual security dollars. However, whether the 
United States would undertake to help meet that requirement with mutual secu- 
rity dollars is a very different question which is difficult to answer. It is quite 
likely that if we did furnish additional mutual security aid, it would be in amounts 
that are much smaller than is possible under Public Law 480. 

(c) As indicated above, it does in certain cases and in others it does not. Wher- 
ever it does meet the same needs as those for which economic assistance is given, 
the requests for appropriations for such economic assistance have been correspond- 
ingly reduced. 

Question No. 40 


Is not the major portion of the local currencies made available to us under 
Public Law 480 available for the same purposes as our regular foreign aid funds? 


Answer 


This is not accurate. The funds made available to mutual security agencies 
from Public Law 480 transactions can be used only to pay for the local costs of 
economic or military activities whereas mutual security funds are needed to pay 
for the imports of resources into the recipient countries to be used in or to support 
economically certain economic and military activities. Thus, although the stated 
purposes of Public Law 480 currencies are similar in many respects to certain 
purposes set forth in the Mutual Security Act, the similarity between these 
currencies and mutual security (dollar) funds does not exist as an economic fact. 

Public Law 480 sales transactions are in some cases the equivalent or the partial 
equivalent of mutual security dollars. But the point at which the transaction has 
its real economic value is when the commodities under Public Law 480 are de- 
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livered, not when the local currencies are used. The availability of surplus 
agricultural commodities under Public Law 480 has been taken into account in 
the determination of what dollar funds are requested from Congress. 


Question No. 41 


Do our diplomats and Government officials have counterpart and local curren- 
cies acer to them for expenditure without regard to the Government account- 
ing laws 


Answer 

No. 

Counterpart and local currencies owned by the United States Government 
may be expended only for purposes authorized by United States laws and are 
fully accounted for as subject to United States accounting laws. Members of 
the United States Congress have available to them for their local currency ex- 
penses for official travel, local currencies owned by the United States. These 
are accounted for in accordance with procedures determined by Congress. As to 
local currencies owned by foreign governments, the United States Government 
participates in the decision as to the manner of expenditure of such currencies 
in two types of cases. The first involves counterpart. General agreements with 
aid countries customarily provide that the aid country may expend counterpart 
only for purposes or projects approved by United States representatives and con- 
tributing toward the objectives of the aid program. The second type of case in- 
volves trust accounts. These arise from agreements by an aid country to deposit 
certain amounts of local currency in an account beneficially owned by the foreign 
government but administered directly by United States representatives to pay 
certain types of agreed costs of the aid program. These funds are accounted for 
and audited under procedures applicable to United States funds and any of such 
funds not required for the purpose of the trust are returned to the host govern- 
ment. 


‘Juestion No. 42 


The charge has been made that those countries who receive less from us have 
made the greatest economic advances. Is the allegation that those who receive 
the least aid are making the most rapid strides correct? 


Answer 


This statement implies that those countries who received less aid made the 
greatest economic advances because they received less aid. This is incorrect. 
Countries which have received large amounts of aid, notably those of Western 
Europe, with this help have made recoveries and advances that are outstanding. 


Question No. 48 


It has been alleged that there has been corruption in our aid to Korea involving 


defective merchandise, kickbacks, and overpricing. What are the facts with 
respect to these charges? 


Answer 


The criticism relates to certain malpractices in the commodity import program 
which led to a number of procurement irregularities such as the shipment of 
defective merchandise, kickbacks, and overpricing. However, the criticism is 
more broad and sweeping than the underlying facts would justify. 

Certain background information might be helpful in understanding the nature 
of the problem. Based upon a statutory mandate contained in the Mutual 
Security Act of 1954 it is ICA’s policy to encourage procurement by the cooperat- 
ing country, particularly procurement through private commercial channels. 
The result of this policy is that ICA is essentially a financing, rather than a pro- 
curement agency. Because of this fact a system was devised in an attempt to 
insure that aid funds would be expended in an orderly efficient manner, and that 
the obligation and responsibilities of parties involved in aid financed transactions 
would be clearly defined. Regulation 1 is the legal statement of that system and 
of the obligations and responsibilities of those parties. It recites the rules with 
which cooperating countries, importers, suppliers, and banks must comply when 
transacting business under authorizations to use ICA funds. The terms and 
conditions of regulation 1 are made binding upon cooperating countries through 
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their incorporation by reference in each procurement authorization issued by 
ICA which is required to be accepted in writing by the host government. In 
accordance with regulation 1, the host government runs the risk of having a refund 
imposed by ICA if a transaction is ineligible for ICA financing. In addition, 
each supplier who furnishes commodities under ICA programs is required to file 
a supplier’s certificate, a form devised by ICA, in which the supplier recites certain 
required data regarding the transaction and in which he certifies among other 
things, that the price he has charged is no higher than the United States market 
price, that he has not paid or received any kickbacks, etc. If his certificate is 
incorrect he is subject to a demand by ICA for refund of the excess paid, or is 
subject to other corrective action. 

Because we are financing thousands of private transactions between exporters 
and importers, and because we are not parties to the contract, it is always possible 
that some of these transactions may turn out to be objectionable. It is the view 
of the Agency that the remedies it has provided are sufficient to protect the 
Agency’s interest. 

It is believed that the procurement irregularities which occurred in Korea in 
the import of salable commodities were the product of a variety of factors, such 
as, laxity by the Bank of Korea in the allocation of aid dollars, inexperience of 
Bank of Korea personnel with procurement methods and regulations, the incen- 
tive of high profits to both legitimate merchants and speculators resulting from 
material shortages and the exchange rate, and the desire of Korea businessmen 
for capital export. These problems have engaged the attention of ICA officials 
in Washington and the field for some time. In July 1956 a team of four men was 
sent to Korea to inquire into the background of transactions for aid goods in- 
volving shipments of goods forfeited by importers and others. The inquiry was 
later expanded to include a review of transactions involving other than for- 
feited shipments. 

The inquiry disclosed some evidence of procurement irregularities such as 
overpricing; inflating of prices to enable the payment of kickbacks to importers 
and agents; dummy importers; shipments of inferior merchandise at inflated 
prices; concealment of commissions. Demands for refund have been made upon 
the Korean Government and suppliers, when appropriate, and thus far ICA 
has received approximately $900,000 in refunds. (Some of the information 
obtained by the team is still in the process of verification.) However the docu- 
mented evidence of malpractices represent a very small percentage of ICA 
financed commodity procurement. 

As a result of studies undertaken with regard to this matter certain corrective 
measures have been adopted to minimize, or, where possible, to eliminate these 
abuses. Such measures include— 

1. Establishment of a salables review committee in our mission in Korea 
to review the purchase of ICA commodity dollars to determine the legiti- 
macy of the importers receiving dollar awards, the essentiality of the com- 
modity or commodities to be procured and the competitive character of the 
prices paid. 

2. Setting up a procurement advisory group within the Bank of Korea 
which takes active part in the conduct of all ICA commodity dollar auctions. 

3. Increasing Controller personnel and intensifying efforts with regard to 
end-use investigations. 

4. Establishment by the Korean Government of a special bureau for review 
and observation of the procurement of ICA-financed commodities. This 
bureau maintains close working relationships with the Office of the Economic 
Coordinator and acts as a supplement to OEC’s controller end-use 
investigations. 

5. An advisory team has been set up within the Korean Government Office 
of Supply for the purpose of assisting that Office in developing accounting, 
warehousing, and other controls with the view of eliminating pilferage and 
other abuses in the area of its responsibility. 

In addition to the above, the Korean Government is taking steps to prosecute 
firms and individuals who have committed violations of ICA and Korean Govern- 
ment procurement regulations. 


Question No. 44 


Tt has been alleged that the United States Government financed a 6-lane 
15-mile highway from Lisbon to the gambling resort of Estoril. Is this correct? 
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Answer 


This statement is not true. 

No United States aid dollar funds or counterpart have been used for highway 
construction anywhere in Portugal. The 6-lane highway referred to was built 
by the Portuguese Government and was financed by it from other sources. It was 
opened to traffic some 6 months before any counterpart funds were released to 
the Government of Portugal. 


Question No. 46 


It has been charged that foreign aid funds built an Italian village in which no 
one wishes to live. Is this correct? 


Answer 


The charge is not true. 

It has been made many times before. 

Presumably the reference is to the new village of La Martella, built in the 
Province of Matera and close to the old city of Matera, in southern Italy,-which 
was comprised of notorious cave dwellings. A number of the peasants of Matera 
lived in caves under wretched conditions. The caves were not owned by them, 
but rented. The rehousing project in the new village was undertaken by the 
Cassa per il Mezzogiorno, the Italian Fund for the South, and was undertaken 
as a part of a large project of land reclamation and resettlement aimed at improv- 
ing living standards in Italy’s poverty-stricken south. No dollar funds were 
used. About 22 percent of the funds for this massive Italian effort were provided 
from counterpart funds. Approximately $1.9 million in lire equivalent were 
approved for the La Martella project. 

Actually these funds were not sufficient to eliminate cave dwellings entirely, 
but the worst of them were evacuated by resettlement. The new village of 
La Martella provided housing for peasants close to the land they worked. 

Some of the people had to continue to live in caves because the new village 
could not accommodate all of them. The new village is definitely inhabitated, 
and is contributing to a significant increase in the output and living standards of 
the region. 

It is worth noting that the land reclamation, land improvement and resettle- 
ment program carried out by the Cassa per il Mezzogiorno has been considered 
to be one of the outstandingly successful achievements in postwar Europe; that 
the La Martella rehousing project served as a demonstration which led to the 
enactment of Italian legislation for resettling of the entire cave population of 
Matera over a 4-year period, with funds provided wholly from noncounterpart 
sources, 


Question No. 46 


Did the ICA finance the construction of a $128,000 cow barn in Lebanon to 
demonstrate to farmers living on $100 or less a year what they should provide 
themselves with in the way of cows barns? 


Answer 


We believe this question refers to an animal husbandry project at the Lebanese 
Government agricultural demonstration and experimental farm at Terbol. This 
project, to which the United States and Lebanon both contributed, included 
(1) a dairy barn, cattle shed, fence, upright silo, trench silo, and barnyard, for 
which the United States contributed $50,269 and the Lebanese Government the 
equivalent of $48,000, and (2) the importation of farm equipment and of purebred 
Holstein cattle for upbreeding the local strain. The aggregate United States 
contribution to this project was $99,934; the Lebanese Government contributed 
the equivalent of $86,000 for its aggregate contribution to the project. 

The animal husbandry demonstration has been effective in reaching Lebanese 
farmers, who have adopted new practices, been helped to improve their stock and 
now have increased production and are able to serve the existing market. In 
1952, before this program began, there was one small dairy and one small milk 
plant in Lebanon. By mid-1957, there were six privately owned and financed 
pasteurizing plants in the Beirut area, supplying the market from the increased 
production made possible by the spread of this project. Through April 1957, 
approximately 2,500 native Lebanese cows had been bred to the purebred bulls 
imported under the technical cooperation program and in addition Lebanese 
dairymen had themselves imported over 200 head of stock. The milk yield of the 
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crossbred cows is more than double that of the original native breed. The animal 
husbandry demonstration at Terbol has not only affected the practices of large 
farmers who can adopt the most advanced construction and equipment; its most 
widespread impact has been among small farmers who have profited from the 
upbreeding of their cattle. Following practices demonstrated at the Terbol farm, 
they have improved forage and adopted the practice of feeding silage and built 
trench silos for their own use. For example, Anjar Village, where most of the 
production is from small farms with 1 to 5 cows, over a 3-year period increased its 
daily milk shipments to Beirut from 70 pounds to 2}4 tons per day. 


Question No. 47 


Has our aid to Bolivia been used to service Bolivian payments on Export-Import 
Bank loans? : 


Answer 


United States foreign-aid funds have never been used to service Export-Import 
Bank loans. As of December 31, 1955, Bolivia’s external debt, principal plus 
interest, totaled $168.9 million. The Bolivian Government’s budget for calendar 
fiscal year 1956 set aside $505,000 to service the external debt. In recognition 
of the balance of payment and exchange problems being experienced by Bolivia, 
the Export-Import Bank revised the schedule of payments on loans to Bolivia. 
Under the terms of this agreement, Bolivia was permitted to reduce its service 
payments to the Export-Import Bank from about $2,500,000 per annum to 
$400,000 per annum during the calendar years 1957, 1958, and 1959. 

It is true that when the United States gives financial assistance to any country, 
it can be said that the aid funds have the indirect effect of financing payment 
of the debts of the recipient country to the extent that the aid frees an equivalent 
amount of the country’s own revenues for such payment. The only way in 
which this result could be prevented would be to require as a condition precedent 
to the giving of United States assistance a promise from the recipient country 
that it would default upon all of its outstanding obligations. 

Some of the primary purposes of economic aid to Bolivia are to stabilize the 
economy, maintain political stability, and encourage the establishment of a free 
economy and the growth of private enterprise. The contributions made by the 
United States through technical cooperation, special assistance and its participa- 
tion in the monetary stabilization program have led to a marked improvement in 
Bolivia’s overall economy. Inflation has been curtailed and the investment 
climate has improved to such an extent that foreign enterprise has taken an 
active interest in entering the country. It is hoped that by such assistance 
Bolivia will be able, through her own resources, to meet her foreign obligations 
and regain a status of recognized credit worthiness. 


Question No. 48 


It has been alleged that we gave India $1,539,000 worth of prefabricated steel 
to erect grain silos and warehouses in 1954. Meanwhile ICA approved a gift of 
an additional $4 million for 600 more warehouses in spite of the fact that the 
Indians had not gotten around to putting up the original buildings. Is this 
correct? If so, why should we have given more warehouses when those already 
furnished had not been utilized? 


Answer 


The original agreement to provide 2 silos and 50 prefab grain warehouses was 
signed in 1954. These 52 units were delivered over the period September 1955— 
February 1956. When the additional $4 million for grain storage units was 
agreed upon a few months later in April 1956, in anticipation of a large Public 
Law 480 grain import program, it was not apparent that Government of India 
plans for erection of the first 52 units would lag. 

Prior to approving the additional $4 million agreement, ICA specifically asked 
its mission for ‘‘evidence of progress in erection of structures previously author- 
ized.” The mission, before the second agreement was signed, replied that it had 
a “firm understanding * * * that project will be implemented rapidly.” 

Thereafter two factors delayed implementation: (1) Indian harvests did not 
maintain their 1954 level and grain consumption rates increased, making grain 
storage a less urgent problem for the Indian Government and requiring relocation 
of the planned storage facilities from the interior to ports to handle increased 
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imports; (2) a variety of problems in erecting the units (site acquisition, locating 
the prefab warehouses at storage centers where wind pressures would not be too 
great, the new and complicated work required on the silos) continued to crop up. 

Because ‘‘the assurances upon which the project was first approved have not 
been borne out by performance” the agreement for $4 million in additional storage 
facilities was canceled in 1957. 

Our mission has continued to press for full utilization of the first 52 units. A 
progress report on erection of these units and 36 prefab storage units India pur- 
chased at the same time with its own funds indicates that one of the 2 silos is 
scheduled for completion this month, the location for the other has been settled, 
and that, as of November 1957, 11 of the prefab warehouses had been erected, 
19 more should have been completed by now and all the rest are scheduled for 
completion this year except 4 which are being relocated. 


Question No. 49 


It has been reported that there are vast quantities of drugs in Laos (far more 
than Laos can ever use) and ICA hs financed the procurement of these drugs and 
medical supplies. Is this correct? 


Answer 


This statement is not true. The United States has financed the importation 
of drugs, but not in excess of needs. From the inception of the aid program to the 
Government of Laos on January 1, 1955, down to December 31, 1957, ICA funds 
totaling $1,526,800 had been obligated for the purchase of drugs for Laos. 

Expenditures (indicating deliveries) for the 3-year period totaled $663,047. 
This means that ICA obligated for the purchase of drugs about $1 per capita for 
the 3-year period and that less than 50 cents per capita has been spent, for this 
purpose. hese amounts are modest for a country the size of Laos with the 
health problems it faces. In fact, an ICA official who recently visited Laos noted 
that many medical establishments were in short supply of drugs and medical aids. 

The above criticism is probably based upon observations of a congressional 
study group which toured Laos in November and December 1953. (See H. Rept. 
No. 2025, 83d Cong. 2d sess.) Referring to the above criticism, Congressman 
Judd, who was a member of the group, said before the House Committee on Foreign 
Affairs on June 24, 1957: 

“That report came from me. It never was suggested that those were stores 
purchased by American funds. We never said that. Somebody added that on 
to it. We reported seeing the most fabulous collection of expensive hypodermic 
needles, antibiotics, and everything else. But it was never suggested that it 
came from us—we were putting no American aid in at that time. This was a 
case where somebody had gone wild and used French money or UNESCO money 
or somebody else’s money for it. It wasn’t ours.” 

It is believed that the medical supplies which the Congressmen saw were those 
known to have been stored in a Government warehouse in Vientiane. These 
supplies had been stocked for the use of the French Union forces, including the 
Lao Army, which were actively fighting the Vietminh Communists at the time of 
the study group’s visit to Laos. 

Two former senior officials of USOM/Laos have verified that such a warehouse 
did exist at the time of the study group’s visit and had been stocked chiefly by 
the French Government for the purpose stated above. According to these offi- 
cials, this warehouse served as the central supply point for medical supplies for all 
of the French Union Forces in Laos and for the entire civilian population of Laos. 
One of these officials stated that as of December 1956 all but a minor portion of 
these supplies had been used. 

It should be noted that, at the time of the study group’s visit, no ICA (or 
predecessor agency) mission or permanent representation had been established 
in Laos. At that time Laos was receiving only an insignificant amount of United 
States assistance through the United States aid program to the Associated States 
of Indochina, and it is believed that this assistance did not include more than a 
token amount of medical supplies, if any at all. 


Question No. 50 


Is it true that we have paid the living expenses and tuition costs for the sons of 
wealthy Persians attending American universities? 
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Answer 

No. 

This question eppeam to refer to the Iranian student project which covered the 
period 1952 through 1955, during which time the Mossadegh government fell, and 
the Iranian Government was in serious danger of economic collapse. At that time 
the Iranian Government was unable to continue providing the foreign exchange 
needed by Iranian students studying in the United States. There were approxi- 
mately 800 Iranian students at that time studying in American universities. 
Without foreign exchange resources, virtually all of them would have been forced 
to terminate their studies and leave the United States. It was determined that 
the objectives of the mutual security program and of United States foreign policy 
objectives would be advanced if these students could continue their training, 
inasmuch as they constituted a major potential source of professional and tech- 
nical personnel required by the economic development program in Iran. It was 
also known that Iron Curtain governments were prepared to offer grants to Iran- 
ians forced to discontinue their study in the United States, and did so to Iranian 
students studying in Europe. 

United States financing was applied only to the dollar costs of the training, 
and, in exchange, Iranian local currency was made available to meet the local 
costs of the United States aid program in Iran. The families and sponsors of the 
Tranian students contributed local currency at an agreed rate of exchange, in lieu 
of foreign exchange: consequently, the program was not a scholarship subsidy 
to wealthy Iranian students. 

Question No. 61 


It has been reported that 200 plows and large numbers of tractors have been 
rusting away in Ethiopia and at the same time the United States was purchasing 
more plows and tractors for Ethiopia. Is this correct? 


Answer 


This statement is an exaggeration. 

The stocks of aqrion rs equipment left in Ethiopia by UNRRA and by the 
Italians when the British drove them out in 1941 included plows and tractors. 

It was apparent to our mission, when it was established in 1952 and was con- 
fronted with the deplorably primitive situation which existed in agriculture, that 
all possible use should be made of that equipment. Much of it, however, was 
entirely unsuitable for Ethiopian conditions. Moreover, it was in such poor 
condition, through mismanagement, lack of repair and inadequate storage facili- 
ties that it was unusable. To put it to use involved major and arduous efforts, 
including rehabilitation of the equipment, the training and supervision of Ethio- 
pians for that purpose, impressing Ethiopian farmers with the disadvantages of 
their primitive methods and teaching them to use the rehabilitated equipment. 
This task was one of the first to which the mission devoted its efforts. It called 
for cooperative United States and Ethiopian efforts, for which a joint Ethiopian- 
United States machinery pool project was established in 1953. By 1954, these 
undertakings were well under way. 

Success in these cooperative project efforts for improvement in the field of 
Ethiopian agriculture could not be achieved, however, without the purchase of a 
small amount of new equipment. Seven small wheel tractors for experimental 
station work, 2 disc plows and 1 crawler-type tractor were needed. hese were 
acquired, not directly by the United States eh by the joint fund—the Ethiopian 
Government making substantial contributions to defray the cost. There have 
been no direct United States purchases of either plows or tractors for Ethiopia 
under the United States program. 

Commendable progress has been made and continues to be made in this joint 
effort for improvement in the field of agriculture in Ethiopia. 


Muestion No. 52 


It has been charged that the United States financed $39 million in loans to 
complete two dams in Afghanistan, in order to produce electricity and water for 
reclamation. Today, it is alleged there is still no power equipment and no 
electricity has been generated. 

(a) Is this correct? 
(b) Why did the United States not make surveys of the economic require- 
ments and of the feasibility of these projects before making these loans? 
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Answer 


(a) The Export-Import Bank of Washington has made loans totaling $39,500,000 
to assist in completing the Arghandab and Kajakai Dams in the Helmand Valley 
area of Afghanistan which had already been begun by the Government of Af- 
ghanistan with the help of an American firm. These dams were primarily designed 
for irrigation and flood-control purposes. At the time financing was approved, 
there were no plans for the initial installation of power equipment, and there is 
now no power equipment at either of these dams except for minor standby equip- 
ment at Arghandab. There is presently under consideration for financing pone 
fiscal year 1958 mutual security special assistance funds a proposal for 6,400 
kilowatt capacity at Arghandab. 

(b) The United States did in fact make a survey of the economic requirements 
and of the feasibility of the Helmand Valley project before making the loans, 
which included the evaluation of a full report prepared by the Ameriean firm 
which had been working with the project. 


Question No. 53 


It has been alleged that in Greece Marshall plan tractors rusted on the docks 
2 years after arrival because the country couldn’t absorb all the aid we insisted 
on giving them. Is this correct? If so, why were adequate surveys not made? 
Answer 


The question appears to refer to tractors which were sent to Greece by UNRRA 
in early 1946. These tractors had no connection with ICA or its predecessor 
agencies. They were not used immediately because of the civil war in Greece 
and because a number of the tractors were not usable in that country without 
certain modifications in their equipment. Eventually, however, the tractors 
were converted and were absorbed by the Greek economy. 


Question No. 54 


Why has the United States spent money constructing highways for Jordan 
when there are fewer than 9,000 automobiles there? 


Answer: 


The purpose of the Jordan highway program is to provide a basic stimulus to 
economic development in that country, and not just for the purpose of facilitating 
travel of automobiles presently in the country. Since the present railroad facili- 
ties in Jordan are extremely limited it must have highway transportation connect- 
ing the four areas of the country if it is to make any progress in increasing produc- 
tion and commercial activity. In addition, because of the establishment of the 
State of Israel, previous means of communication—mainly in an east-west direc- 
tion—must be supplemented by north-south roads. One result of the road con- 
struction program has been to provide employment, thus contributing to political 
stability in that troubled area. 

A total of 95 miles of good primary roads, 12 miles of farm-to-market roads 
and 76 miles of village access roads are under construction. 


Question No. 55 


How can the United States justify the stimulation of production of agricultural 
products abroad while our own farmers are suffering from low prices and decreased 


acreage allotments and while the American taxpayer has to support the farmers 
through subsidies? 


Answer 


This question might be taken to mean (1) that United States farmers would 
be in a better economic position if foreign aid dollars were not used to stimulate 
certain agricultural production abroad and (2) that dollars used for such purpose 
in foreign aid could be better employed in improving the economic condition of 
the United States farmer. 

As to the first point, it is unlikely that United States farmers would be better 
off if we did not attempt to stimulate foreign agricultural production. In the 
first place, our experience has been that the stronger a country becomes economi- 
cally the more of our farm products it consumes. Secondly, it is ICA policy to 
finance only those agricultural projects which meet the test of not competing 
with United States exports. Agricultural projects in the underdeveloped coun- 
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tries receiving such aid are noncompetitive with United States exports for a 
variety of reasons: the crop in question may not be surplus in the United States; 
need may be in excess of surplus supplies, or in excess of supplies we will sell for 
local currency, and, of course, most of these countries have a dollar shortage; the 
cost of exporting the commodity may be excessive; those who will benefit by the 
project may not have money to purchase needed food (in this connection, projects 
involving small scale production for home use are an important part of our pro- 
gram). In any case, the contributions we make to agricultural development are 
directed toward the basic objective of making these countries capable of meeting 
needs which cannot be filled by imports from the United States. 

It may be noted with respect to United States agricultural exports that almost 
30 percent of all mutual security assistance since the start of the program has 
consisted of agricultural commodities now classified as surplus, virtually all of 
which were purchased in the United States. (Sales and grants under Public 
Law 480 are in addition to these amounts). Moreover, exports of United States 
agricultural commodities reached an all-time high in 1957 and have increased 
more in recent years than agricultural exports by other countries. 

The second point, that our dollars would be better employed for improving the 
economic situation of our farmers than for increasing production abroad relates to 
the basic concept of the mutual security program. Aside from the question of 
what our domestic farm program should be one of the basic considerations behind 
the mutual security program is that we do what appears necessary to avoid the 
risk of less developed countries of the free world becoming dangerously susceptible 
to Communist influences. This objective is in the security interest of the United 
States. The agriculture of most of these countries is in a primitive state. They 
lack the most basic notions of soil conservation, diversification, and production 
techniques. They are incapable of supplying their own most fundamental needs 
and are faced with rapidly growing populations. Agricultural assistance to such 
countries, we believe, strengthens them in a most direct way. 


Question No. 56 


A million dollars of our tax money is being used in Paraguay for the benefit of 
a single religious sect while such a practice would be frowned on as unconstitu- 
tional and contrary to public policy in our own country. 


Answer 


Under the Mutual Security Act of 1956, ICA was authorized to make loans to 
Latin American countries for certain specified purposes, one of which was ‘‘such 
land resettlement programs as will contribute to the resettlement of foreign and 
native migrants in the area as a whole, or in any country of the area, for the pur- 
pose of advancing economic development and agricultural and industrial pro- 
ductivity.” 

Pursuant to this authority, agreement was-reached in April 1957 for a loan of 
$1 million to the Government of Paraguay. That Government in turn agreed to 
lend $1 million to the Mennonite colonies for purposes of expansion, moderniza- 
tion, and creation of small basic industries for the conversion of raw materials, 
and of expansion of agricultural production. 

This project is an excellent example of land resettlement. The majority of 
the Mennonite colonies are located in the Paraguayan Chaco, a vast underdeveloped 
land. The Mennonites were chosen for this resettlement project because they 
were the most effective major device through which resettlement in this area could 
be obtained. They were not chosen as a result of any desire on the part of Para- 
guay or ICA to assist any particular religious sect. As a matter of fact, the Gov- 
ernment of Paraguay has for some time encouraged the Mennonite colonies in 
many ways. 

In addition to assisting in the general economic development of Paraguay, this 
project has the following specific beneficial results: 

(1) Through the building up of small industries financed by this loan, addi- 
tional markets are created for the produce of non-Mennonite farmers as well as 
those who are members of the Mennonite colonies. 

(2) Part of the loan is being used to finance the activities of an experimental 
farm and to finance seed production. These facilities are available to all settlers 
in the area including non-Mennonite settlers. 

The Mennonite colonies are obligated to repay the loan to the Government of 
Paraguay over a 20-year period in local currency of Paraguay together with in- 
terest at the going rate applicable in Paraguay. The Government of Paraguay 
is to repay the United States over the same 20-year period in either its own cur- 
rency or in dollars, the interest rate being 3 percent for those repayments made 
in dollars and 4 percent for those made in local currency. 
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Question No. 57 


Did we spend $2 million to provide water and public bath facilities for 200 
Lebanese villages? 


Answer: 


We did spend $2 million to provide water facilities for about 175 Lebanese 
villages but spent nothing for public bath facilities. 

The United States has contributed about $2 million of materials, supplies and 
equipment for water supply improvements in about 175 villages under a program 
for which the Lebanese Government itself has spent more than $7 million. In 
fiscal year 1957 and 1958, under the technical cooperation program, ICA is fur- 
nishing one engineer to advise the Lebanese on engineering phases for their 
epermee of this program. 

he village water supply program in Lebanon is part of that country’s own 
development program. tt is a byproduct of the Litani River Basin development 
project, the first phase of which is being financed by an International Bank for 
Reconstruction and Development loan of $27 million. 

The village water supply improvement program is an undertaking of the 
Lebanese Government primarily to improve the standards and living conditions 
for the Lebanese people by providing Lebanese villages with safe drinking water 
supplies. A particularly important result is the encouragement this gives to the 
village people to stay in their villages rather than move to Beirut and Tripoli 
and thus worsen the slum conditions in these urban centers. 

Although 5 village wash houses have been provided by the ICA Mission and 
2 by the Government of Lebanon, to furnish facilities to village women for the 
washing of clothes, no public baths have been built either by villagers or by the 
United States in connection with this project. 


Question No. 58 


Did we furnish collapsible toothpaste tubes to Cambodia? 
Answer 


A thorough investigation of ICA records, both at Washington and at 
Phnompenh, reveals no collapsible toothpaste tubes have been imported into 
Cambodia under the United States aid program since establishment of the 
Cambodia aid mission in fiscal year 1955. Furthermore, the Cambodian Govern- 
ment, on the basis of its official customs records, indicates that imports financed 
by Cambodia’s own foreign exchange included no collapsible toothpaste tubes in 
1956 and 1957 and only $6 equivalent of this item in 1955. 


Question No. 59 


Have we furnished iceboxes to Eskimos? 
Answer 


No. Eskimos are only found in Alaska, Canada, the Chukchi Peninsula of 
northeast Siberia, and Greenland. No aid programs have ever been instituted 
in the first three places. Greenland is a colony of Denmark, and Denmark has 
received assistance under the mutual security program. However, no assistance 
has ever been sent from the United States to Greenland, and no iceboxes or 
refrigerators have ever been sent to Denmark under the aid program. 


Question No. 60 


Is it not true that a plant was built in Formosa for processing silica prior to 
adequate surveys having been undertaken? 
(a) Why were economic surveys not made prior to furnishing the equip- 
ment? 
(b) Has any production ever resulted from the plant? 


Answer 


It is believed that the criticism is with reference to a project undertaken to assist 
the Chinese Government in the rehabilitation of, and the furnishing of equipment 
for, a treatment plant for concentration and finishing of mica and quartz products. 
In connection with this project ICA approved a loan of local currency from 
Chinese-owned counterpart amounting to approximately $40,000 for local costs 
of rehabilitating the plant and ICA contributed approximately $37,000 for ma- 
chinery and equipment for the plant. The project was approved based upon the 
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technical evaluation of an American engineering firm employed by the Chinese 
The firm’s evaluation was based on previous studies indicating that 
there were sufficient deposits of mica to justify undertaking the project. 
Extensive exploration subsequently failed to locate sufficient quantities of mica 
The equipment which had already been 
installed in the plant was then adapted to use in pulverizing tale and limestone. 
In accordance with ICA procedures the Chinese Government was requested to 
and did refund $18,323.03 which was the value of equipment not utilized on the 
The major portion of this latter equipment consisting primarily of a 
diesel-driven generator has been diverted to other productive uses in Taiwan. 


Government. 





for a commercial mining operation. 


Question No. 61 


How can the United States justify furnishing assistance to a country where the 
king lives in oriental splendor surrounded by his Cadillacs and his harem? 


The inference of the question is*that{because of the substantial wealth the King 
of Saudi Arabia derives from oil revenues we should not negotiate with him in 
order to achieve mutual security program objectives. 

The United States has maintained important and special relations with Saudi 
Arabia since World War II when King Ibn Saud agreed with the United States on 
construction of a strategic airfield at Dhahran. 
1957, concluded a new agreement with Saudi Arabia which provides for the use 
of facilities at this important airfield for an additional 5 years. 
States thus retains operation of the only landing and refueling point for its air- 
craft between Libya and the Philippines. 

As part of the same agreement, the United States will continue to supply 
training services and equipment to the Saudi Arabian armed forces. 
Arabia is being permitted to purchase military equipment from the United States 
under the provisions of section 106 of the Mutual Security Act of 1954. The 
United States will also provide economic assistance for two projects of mutual 
benefit, a new civil air terminal at the Dhahran airfield and an expansion of 
facilities at the nearby port of Dammam. 
United States assistance to Saudi Arabia. 

It is also pertinent in this connection to note the significant role which King Saud 
Saudi Arabia has given and is giving 


he United States, on April 2, 
The United 


This represents the extent of present 


is currently playing in the Near East. 
important support to help combat the menace of international communism. 
Saudi Arabia has no relations with the Soviet bloc. 


Question No. 62 


Did the United States spend $501,000 for wage and position classification 
studies in the Philippines? 


ICA did spend approximately $397,000 for a wage and position classification 
survey in the Philippines and the Philippine Government financed approximately 
$1.2 million in local currency of the project cost. 
its purpose the development of a comprehensive position classification and com- 
pensation plan for all civil-service positions in the Philippine National Govern- 
ment, and the training of personnel to continue such work. The project initially 
envisioned covering 45,000 positions of the national civil service at an approximate 
It was entered into at the request of the 
Government as a first step toward the implementation of one of the reeommenda- 
tions of the Bell mission that a special effort be made to improve the public 
administration because of its crucial importance to the success of the economic 
development program and in order to give the people confidence in the Government. 

The Bell mission, an economic survey group, found that the outmoded and 
inadequate classification and pay system was a substantial handicap to the Gov- 
ernment in its determination to develop a sound program of occupational recruit- 
ment and effective personnel management, in retaining competent personnel and 
Noting the success of the initial project the Philippine 


This particular project had as 


dollar cost of $145,000. 


eliminating petty graft. 


Government requested that the project be expanded to include the entire 
governmental service. 

The Philippine Government has expressed great satisfaction with the project 
and has implemented it by Executive order placing the classification and pay 
The order was hailed by the Commissioner of the Budget of the 


plan into effect. 
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Philippine Government as being “the greatest act of justice to government em- 
SS since the establishment of the Philippine Civil Service.” Furthermore, 

e has publicly stated that the plans and reforms that have been initiated in 
the civil service have provided the basis for the development of an efficient and 
honest corps of public servants to run their modernized government machinery 
competently. 

The ICA considers that the wage and position classification survey was a 
highly successful and worthwhile technical assistance project which enabled the 
Philippine Government to achieve for the first time a complete knowledge of 
governmental staffs and their activities and to implement governmentwide per- 
sonnel administration standards. In fact, the project is considered a keystone 
to the establishment of sound public administration within the Philippine Gov- 
ernment and is providing the basis for continued organizational improvements 
and redirection in the size of the administrative departments. 

The following extract from a speech given by an official of the Philippine 
Government illustrates the effectiveness of this type of assistance to under- 
developed countries: 

‘Indeed the Philippine experience proves that the value of public administra- 
tion technical assistance is not capable of pecuniary estimation. This is so be- 
cause it deals with the human resources of a country, and while we achieve present 
practical results from institutional reforms which enable Government adminis- 
trators to do a management job, these have multiplier effects in the future from 
the continued influence which such reforms will exert in the management of our 
Government. Thus, I say to you who are here: Public administration technicians 
shall have worked themselves out of their jobs, but the changes and reforms they 
have initiated here will continue long after ICA technical assistance is gone. 
Because you will have left us richer in outlook and equipment, and no money 
can measure the fact that we shall be able then to stand alone, to take care of 
ourselves. This, I think, in a nutshell is the significance of all your efforts, 

* * * * * * * 


‘In other words, public administration technical assistance in underdeveloped 
countries is, and can continue to be, of incalcuable value by making possible 
economy and efficiency in Government operations. While loans and grants and 
commodity assistance are also vitally important, only an honest, competent, and 
efficient public administration can insure that these added resources will not, 
wholly or partially, go to waste or down the drain. 

‘When ICA missions in the underdeveloped countries of Asia shall have been 
able to maximize Government services with the limited resources of these coun- 
tries through improved public administration, as in the case of the Philippines, 
then I say that you have made a tremendous contribution to the cause of these 
countries and you deserve to be congratulated for a job well done.” 


Question No. 63 


Did the United States build a beet sugar refinery in Iran even though there 
were insufficient sugar beets to feed the refinery? 


Answer: 


The United States, in June 1952 and June 1953, agreed to provide funds to the 
Plan Organization (PO) Iran to permit PO to complete its already existing con- 
tract obligation to pay a German firm for supplying and erecting three beet sugar 
refineries in Iran. In each case, PO was unable to provide the required funds 
itself, and its inability to do so jeopardized the sums already paid on the contract. 

The United States objective, in providing this assistance, was partly to prevent 
the loss of the substantial investment already made by PO. It was also to assist 
in developing the economic resources of Iran by stimulating capacity in the pro- 
duction and refining of beet sugar; improving techniques and skills in construction 
and operation of sugar processing units; stimulating the growing, processing, and 
marketing of sugar beet products; and the alleviation of unemployment, and the 
resultant poverty and distress. 

One of the problems in the beet sugar industry in Iran that had to be dealt 
with simultaneously was the poor quality of the beets as sources of sugar (indeed 
there has never been a shortage of sugar beets, but only of adequate quality sugar 
beets); and consequently the project agreement that funded the Bardsir and 
Cheneran plants specifically provided that the project would include simultaneous 
activity to assure the cultivation of higher quality beets in the areas supplying 
the factories; and set out specific undertakings on the part o: the two governments 
to accomplish this purpose. Other phases of the project included teaching farmers 
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of the area to utilize byproducts of the sugar factories and training in necessary 
managerial skills. 

Unfortunately, all phases of the project did not work equally well; and it is 
true that there have not always been sugar beets of adequate quality available 
in adequate supply. 

However, this situation has improved and there has been a net advantage to 
Iran from the projects. The output of the three factories has increased from 
approximately 13,000 tons in the 1955 season to over 130,000 tons in the 1957 
season. 


Question No. 64 


Eugene Castle has stated that foreign aid has already cost twice as much as 
all the social-security benefits plus aid to the aged, blind, and disabled and that 
it has cost 3 times as much as our farm programs and 7 times as much as all 
atomic-energy programs, 

(a) What has been the cost of each of the programs described above? 
(b) What has been the cost of the military assistance program and of our 
various nonmilitary assistance programs? 
Answer 


(a) The expenditures of the Federal Government for the several programs 
cited for the period July 1, 1948, through June 30, 1957, are as follows: 


Billion 
1. Social-security benefits plus aid to the aged, blind, and disabled_____.. $59. 2 
oe Pee OS a ei, ons a an MR hn a ao eae ee maw 26. 4 
Oy eee a Sp chat p Wea aa ele Meee tak One = dina aseie 13. 1 


(b) The cost of the mutual security program from April 1948 through June 30, 
1957, is.as follows: 





Billion 

T, meeary penance (eran). on. cB oe wot Mann en ddbo ns abans $20. 1 
2. Economic assistance (grants and loans) _...-....--.-.-.---------.---- 22. 5 
TRIN erin a ceseghdacighin phn m6: avast haenane ds <ihcdmanmmaman steel \o7 0 ceilieinth hn Aes Diet ce ide 42. 6 


Question No. 65 


It has been charged that we squandered money in Iran, building roads that led 
to nowhere, financing dams that were never built, and turning over huge sums of 
money to the Iranian Government to squander needlessly. 

(a) Are any of these charges correct? 
(b) What is and was the purpose of the Iranian program? 
(c) What has it achieved? 


Answer: 


(a) None of the charges is correct. 

The references to ‘“‘roads that led to nowhere” and “financing dams that were 
never built” presumably refer to the Karaj Dam construction project in Iran and 
the access road which leads to it. This road is an arterial highway running from 
Tehran to the vital Caspian area. It was necessary to relocate this road from a 
position which will eventually be covered by the Karaj Dam Reservoir. The 
road also serves as an access road to the construction site during the building 
of the dam. 

The Government of Iran is proceeding with the construction of the dam from 
its own funds, since the dam is required to provide a much needed source of water 
supply for the rapidly growing capital city of Tehran. In October 1957 the Iran- 
ian Seven Year Development Plan Organization signed a contract with Morrison 
Knudsen International in the amount of approximately $41 million for construc- 
tion of the Karaj Dam and an 84,000 kilovolt-ampere power generating station. 
It is estimated this work will be completed in the summer of 1961. 

The allegation that huge sums of money were turned over to the Iranian 
Government to squander needlessly apparently has reference to the Van Rens- 
selaer article stating that ‘‘When there weren’t enough ready projects, for which 
to obligate funds, Warne, with the approval of his Washington chiefs, distributed 
United States checks directly to Iranian ministers. He provided cash with which 
the Iranians not only met their regular Government payrolls but raised their own 
salaries,” The fact is that there are always more projects than funds available. 
However, the United States did assist the Iranian Government in meeting its 
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payroll during’the chaotic period following Mossadegh’s fall. From May 1951 
until the fall of 1954, the Iranian Government's gross income from oil production 
was Only approximately $12.7 million, received during the early months of 1951. 
This was wholly inadequate to finance both the Government’s regular operating 
budget and the development plan. The Iranian Government did raise some sal- 
aries of its civil service because of the wild inflation which was sweeping the 
nation at the time and in order to consolidate the loyalty of the civil service behind 
the new Zahedi government. 

The “distribution of checks directly to Iranian ministers” involved ceremonial 
presentations in order to publicize United States assistance at a time when such 
a demonstration was deemed extremely important to the political situation. 

(6) The Iran program has given primary support for different objectives at 
different periods as in the circumstances the United States interest required. 
After the cessation of oil revenues, due to the nationalization of the oil industry, 
the Iranian Government fell into increasingly desperate financial straits. From 
1951 to 1953, during the historic and bitter internal Iranian political struggle 
with the Communist Party, United States assistance served to prevent economic 
collapse and a takeover by a Communist-controlled regime. The basic technical 
cooperation program begun in 1951 was continued, but additional aid was also 
made available for essential imports and to maintain employment. These pro- 
grams prevented the collapse of economic activity, demonstrated United States 
interest in Iran and encouraged non-Communist elements to resist Communist 
pressures. 

After the fall of Mossadegh and the accession to power of a prowestern govern- 
ment in August 1953, a sizable increase in United Btates assistance was regarded 
as necessary to enable the new Government to survive and to undertake to de- 
velop its own resources and negotiate an oil agreement. The new Government 
had come to power at a time when the country was near to economic collapse 
and the treasury was virtually without funds. The new Government was without 
resources to provide for normal governmental functions, civil and military. 
Immediate budgetary aid from the United States enabled the Government to 
carry out normal functions, to pay civil and military salaries, and to consolidate 
the civil service and military establishment behind the new prowestern regime. 
Without such emergency aid it is likely that the situation would have deteriorated 
still further and it is unlikely the new Government could have survived to make 
the settlements and adjustments for a new economic and administrative start. 

The next stage in the mutual security program for Iran began with the oil 
settlement in 1954, and the subsequent gradual restoration of oil revenues. 
United States economic aid, especially direct budget support, has declined as oil 
revenues have increased, and a substantial portion of total aid has been in the form 
of loans repayable in dollars. Even in the past few years, however, Iran has 
experienced difficulties in attempting to finance an increasingly heavy military 
burden brought about by Iran’s membership in the Baghdad Pact, while simul- 
taneously financing a rate of economic development consonant with the awakening 
aspirations of the population. Loan and grant assistance, on an annually dimin- 
ishing seale, therefore continued to be made available to Iran in connection with 
technical assistance, economic development and military construction. No direct 
contributions for general budget support have been made from either fiscal year 
1957 or fiscal year 1958 funds. 

(c) The mutual security program in Iran can be credited with assisting signifi- 
cant achievement toward fulfillment of United States objectives. In contrast to 
the economic prostration, administrative chaos, and Communist subversion that 
characterized the period 1951-53, Iran today is able to undertake a diversified 
economic development program; internal security has been restored; and a strong, 
pro-Western Government is participating actively in regional defense arrange- 
ments such as the Baghad Pact. To enumerate in detail the accomplishments of 
the balanced programs that were undertaken would require an extensive presen- 
tation. Some specific illustrations of what the program has meant to individual 
Iranians, to the Iranian economy, and to Iran’s capacity to meet its needs may 
be drawn from among the following examples: 

More than 90,000 Iranians have attended training courses within Iran in 
various fields in the past 5 years. 

Karaj Agricultural College has been. developed to supply critically needed 
Iranian agricultural experts. 

Vocational agricultural schools at high-school level have been established 
in each province. 
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The United States has helped to establish an agricultural extension service 
which has trained thousands of Iranians in pest control, irrigation methods, 
seed treatment, machinery maintenance, livestock production, etc. This has 
resulted in increases in agricultural production in many areas. 

As a result of the community development program more than 9,000 self- 
help projects were undertaken by Iranian villagers last year (for example— 
400 schools, 700 pieces of road, 400 bridges). 

Better teaching methods and textbooks have been introduced into Iran 
schools; more than 30,000 teachers have been trained. 

As a result of an adult literacy program, more than 200,000 adult Iranians 
have learned to read; 300,000 more will be literate this year. 

The United States has helped to combat disease (8 million people have been 
vaccinated against smallpox alone) ; sanitation programs have stimulated the 
installation of thousands of sanitary toilets and the digging of wells to obtain 
pure water. 

In the labor field, 36 factory supervisors trained in job instruction have in 
turn trained about 250 supervisors in 15 factories. raft-training programs 
have been established for foundry workers, machinists, boiler workers, etc. 

United States assistance to industry has been primarily in Iran’s three basic 
manufacturing and processing requirements, building materials, textiles, and food. 
We have helped Iran to improve cement production both at Rey and in the new 
cement plant at Shiraz. We also have equipped this area’s first building materials 
research and testing laboratory at Tehran University. 

American technicians also are working with such varied other industries as 
lumbering, glass and bottle making, machine parts manufacture, fisheries, match- 
making, soap production, furniture manufacture, foundries, and mines. 

We have been helping Iran for the past several years with a program to survey 
water resources, establishing stream gaging records and land classification, for 
wise planning of future development of water resources. 

In 2 years technical assistance enabled the Iranian National Railroad to double 
its freight hauling capacity between the Persian Gulf and Tehran without new 
equipment. 

More than 500 men are being trained in the use of modern mechanized highway 
maintenance machinery. 

We have been working with the Ministry of Posts and Telegraph to establish 
telephonic communications between all of Iran’s major cities. In the same way 
we have helped make possible good air communications in Iran by assisting in the 
development of communications and air navigation facilities. 

More than 90 full-time graduate students have completed their work in the 
Public Administration Institute in the University of Teheran; 140 part-time 
graduate students have received training, and about 900 part-time students 
have been trained at the undergraduate level. The impact of this training 
program in both private business and industry, and in governmental efficiency 
will have a bearing on development. 

We also are assisting the Government of Iran in meeting its recognized need for 
administrative improvements in various ministries. The United States is fur- 
furnishing general public administration consultants to each of the Ministerial 
Under Secretaries except those in the Ministries of Foreign Affairs and Defense. 
Considerable progress is being made by the regular Government Ministries in 
Fiscal Administration—budgeting, accounting, auditing and revenue administra- 
tion, including customs. 

Question No 66 


In the suburbs of Manila, we built row after row of individual bathrooms on 
small Jots—on the theory that people would buy the lots and build neat, little 
homes around the bathrooms. Unfortunately, the Filipinos didn’t like the idea 
and so the rows of bathrooms just sat there. I might add that this landmark in 


our efforts to raise the living standards of backward people came to be known as 
Flushing Heights. 


Answer 


It is believed that this criticism is in reference to a project begun in 1952 by 
the Philippine Government with United States assistance to resettle homeless 
squatters, many of whom were subject to Communist propaganda, and to allevi- 
ate unsanitary conditions in the city of Manila. The facts concerning this project 
are as follows: 

In 1952 a number of Philippine Government agencies including the People’s 
Homesite and Housing Corporation, sought to solve the problem arising from the 
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postwar housing shortage by the development of a low-cost public housing project. 
It was anticipated that squatters living under unsanitary conditions in the war- 
ravaged Philippine capital could be encouraged to build homes on a self-help 
basis by providing them with land and with essential utilities to provide for 
minimal living and sanitary needs. 

For the project the National Planning Commission planned a self-contained 
community including basic sanitary and utility facilities. A tract of Govern- 
ment-owned land was subdivided into 997 lots of 200 square meters each. Streets, 
sewers, and water mains were installed in the subdivision. To ensure adequate 
sanitation separate toilet and bathing facilities for the occupants of each lot were 
installed in a small structure at the intersection of every four lots. . The project 
was not immediately suecessful, however, due to the inability of various agencies 
of the Philippine Government to carry through the original plan of providing 
credit for building materials, supervision of construction, and arranging transpor- 
tation facilities for the proposed inhabitants of the subdivision who were mainly 
employed in the Manila dock area about 10 miles from the subdivision. In 
recognition of the fact that some sort of public aid was necessary to alleviate the 
serious housing problem, the Philippine Government subsequently decided to 
carry through the project as a Government venture by constructing the homes 
and renting them to the very low income squatter families. The necessary ap- 
propriations were obtained and the People’s Homesite and Housing Corporation, 
a Philippine Government agency, was given continued responsibility for the proj- 
ect. At the present time 974 4-room duplex type bungalows have been con- 
structed, renting for the equivalent of $20 to $30 monthly. It is planned to con- 
struct an additional 14 units. Attractive gardens surround the houses and the 
development has proved successful as a low-rent public housing project. 

ICA contributed approximately $72,500 to the total project for the necessary 
dollar costs and the Philippine Government financed the equivalent of $2,613,343 
in local currency from its appropriations. The local currency equivalent of 
$731,343 was derived from counterpart funds. 


‘)uestion No. 67 


The charge has been made that unfair foreign competition is closing the doors 
of numerous American industries. The charge continues that we are sending 
our technicians and machines to foreign lands to provide the know-how to produce 
goods that will destroy markets of our own. 


Answer 


It is true that under the economic assistance and technical cooperation programs 
authorized by the Mutual Security Act, ICA and its predecessor agencies have 
sent equipment and technicians to foreign countries. The equipment has been 
furnished to rebuild the industries destroyed in Europe by World War II and to 
assist in the economic development of the underdeveloped areas of the world. 
Technical assistance has been furnished to countries to increase their standard of 
living and strengthen their economies. 

The furnishing of equipment and technical assistance is aimed at achieving the 
prime purpose of the mutual security program. This purpose is to enable the 
United States to survive in a world in which nations have been able to remain free 
through the achievement of strong and stable economies. 

Although this is the principal purpose of the mutual security program, the 
program has had the additional effect of creating jobs in the United States and 
increasing the export trade of the United States through the building of economies 
which can afford to purchase goods from this country. Therefore, it would appear 
that, if anything, the operation of the mutual security program has had just the 
opposite effect from that indicated in this question. 

n the calendar year 1955, it is estimated that the employment of 600,000 
9ersons in this country was directly attributable to United States aid programs. 
‘urthermore, it has been demonstrated that the more developed a country is 
the better customer it is for United States products. United Btates exports in 
1955 to various countries were as follows per inhabitant in each country: 


Developed countries: Underdeveloped countries: 
Canetle: pixie cdilncic ... $205. 27 Baribasind = otiailedsia dex $3. 40 
Netherlands --- - -- _.-. 44.47 Iran... ....- Jd osu fae .. 2:55 
United Kingdom_ ------- 17. 88 Indonesia. .....-...-.---. ..91 
Germany... ----- ae 11. 90 Pakistan _ ._------- Jam hes . 70 


JaDORwsi iia cosuis lutis 7. 16 Indies Lat dlissd acldns'esuesh: - 49 
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Question No. 68 


The charge has been made that while rice production is less here than in Korea 
our technicians have gone there to try to tell them how to raise rice. Have we 
sent technicians to Korea to assist in raising rice? 


Answer 


We have not sent technicians to Korea specifically to teach rice culture, but we 
have sent technicians to supervise reclamation and irrigation projects and to teach 
better use of pesticides and fertilizer, which have definitely had the effect of in- 
creasing the rice yield along with other agricultural commodities. It is not 
relevant to compare rice production in the United States with that of Korea. 
The important thing is that we do have technology to adapt to and impart to the 
local situation in Korea whatever the agricultural commodity. Increasing Korea’s 
overall production in order to decrease its dependence on the United States is one 
of the main purposes of the aid program. Since South Korea’s population is 
nearly three-fourths agricultural and since historically rice is the staple food for 
the people, it would be impossible substantially to increase Korea’s overall 
production without increasing the rice harvest. 

The bountiful rice crop of 1957 was one of the reasons why inflation was stemmed 
that year. Previously for successive years there had been rampant inflation 
which saw price indexes rise 40 percent or more annually. 

Even with the bountiful rice harvest in 1957, Korea still required an additional 
$37 million (commodity cost) of United States wheat and barley imports. This 
is because the population in South Korea, due in part to the movement of refugees 
from the north, has increased faster than the production of food. 


Question No. 69 


Eugene Castle has charged that the United States financed a survey to ascertain 
the sexual habits of the inhabitants of India. Was such a survey undertaken? 
What was its purpose? What was its justification? 


Answer 


Insofar as ICA or its predecessor agencies are concerned this statement is not 
true. India has been and is conducting studies of this type in connection with the 
problem of population pressure, assisted by United States private groups and 
U. N. agencies. 

Question No. 70 


The charge has been made that the administration has misrepresented the 
amounts of aid furnished to the Middle East and to Asia by the United States and 
by the Soviet Union over the course of the last 3 years. Are you aware of any 
reason why there should be confusion and misunderstanding of this matter? 

What are the figures for the United States and what are the figures for the 
Soviet Union? 


Answer 


ICA is not aware of any misrepresentations by the administration on Soviet 
bloe and United States aid figures. Possible confusion in respect to such figures 
could flow from the many difficulties involved in making exact comparisons be- 
tween the value of Sino-Soviet bloc aid and United States aid. (See the full 
analysis of these difficulties in the report on Communist bloc assistance activities 
made last year to the Senate Special Committee To Study Foreign Aid, pp. 619- 
767, S. Doc. 52, 85th Cong., Ist sess.) These difficulties are in large part due to 
the different characteristics of the two aid programs and to the fact that bloc 
credit and grant agreements with recipient free world countries are mostly commit- 
ments of lines of credit to be drawn over a period of years. In the nature of the 
ICA operation, there is no commitments stage comparable to the commitments 
made by the Soviet bloc. As the nearest approximation, therefore, with minor 
exceptions, data on obligations are used to indicate ICA commitments for com- 
parison purposes. 

The following table shows the estimated value of Sino-Soviet bloc credit and 
grant economic assistance to Middle East, Asian and other free world countries 
compared with United States Government nonmilitary credits and grants to these 
countries, on a roughly comparable value and time period basis. Aid from the 
Sino-Soviet bloc rather than just the U. 8. 8. R. is given because this assistance is 
to a great extent coordinated by the U.S. 8. R. or made available through satel- 
lites as ‘‘fronts’”’; the bulk is from the U.8.8. R. United States aid includes ICA 
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nonmilitary aid (defense support, development assistance, technical cooperation), 
that portion of Public Law 480, title I, local currency made available for economic 
development and trade, Public Law 480, title II, assistance, and new Export- 


Import Bank credits for this period. The calculations are based on the period 
mid-1955 to January 31, 1958. 


Sino-Soviet bloc credit and grant economic aid to Middle East, Asian and other 


free world countries compared with United States economic aid to these countries, 
mid-1965-Jan. 31, 1958 


[Estimated in millions of dollars} 


Sino-Soviet United 
bloe 





States 
‘Tetal 06 coumitieRi:: os sos. 22 ih eee. Se ae 1, 574 1, 699 
Middle East and Asia._______- it. {ecaldd babies eas kes Setche a eet 1,097 1, 001 
136 47 
42 24 
22 96 
20 ll 
235 16 
5 39 
295 419 
109 120 
13 7 
194 0 
10 222 
16 0 
477 698 
4 118 
2 425 
5 20 
464 135 





Question No. 71 


The charge has been made that the United States took the initiative in discus- 
sions with India concerning loans for the second 5-year plan. Is this correct? 
Answer 

No. 

As originally drawn up, the second 5-year plan required substantial foreign 
assistance for its completion, and it was known that the Government of India 
would explore possible sources of external aid. As the need for additional foreign 
assistance for its plan has become more acute, the Government of India has 
initiated talks with the IBRD, the United States, and other countries. 

The success of the Indian development effort under a free world orientation 
continues to be of the greatest importance to United States security interests. 
The United States has, therefore, been concerned with the progress of India’s 
development program and discussions with the Indian Government have been held 
in the normal course of diplomatic relations. 


Question No. 72 


The charge has been made that our foreign aid frequently causes inflation in 
the recipient countries and thereby creates stresses and strains which do 
incalculable harm to the interests of the United States. 

(a) Is this correct? 
(b) If so, what is done to offset the effects of inflation? 


Answer 


It is true that unless proper practices are followed, large expenditures on 
military forces or on capital investments carry with them inflationary tendencies. 
The mutual security program, however, far from contributing to inflation, seeks in 
two ways to permit such important military or economic activity to be carried on 
with reasonable stability; first, by encouraging conservative fiscal practices 
including, where necessary, the furnishing of appropriate technical assistance in 
financial practices, and second, by furnishing goods which, when introduced into 
the economy, help to offset the effects of heavy expenditures. The success 
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of this program in so doing may be seen, for example, in Korea where, after 
several years of sharp rises, prices in 1957 leveled off and showed a slight decline. 

Inflation is the result of too few goods and services in relation to the demand for 
them. Mutual security programs bring additional goods and services into the 
economy of recipient countries. Therefore, the direct effect of these programs is 
more frequently counterinflationary. However, many of our largest programs 
have been in countries where inflation was already well under way, frequently 
as the result of heavy military burdens. Thus, perhaps, observers, seeing that 
inflation existed in large aid-receiving countries incorrectly assumed that the aid 
caused the inflation. 

Although, as some critics say, military efforts create inflationary pressures, 
nevertheless United States military aid programs do not cause such pressures. 
In fact, by relieving the hard-pressed finances of the receiving countries, our 
military aid reduces inflation relative to what it would have been if the country 
attempted to carry out the same military effort unaided. 

Similarly, one can say that development projects cause inflation by putting 
more wages into the hands of workers without, in the short run, producing more 
goods to offset these wages. It is clear that development cannot go forward 
without capital and it is in our interest for development to go forward. 
Moreover, it may frequently be true that without United States assistance, less 
development would have been attempted. If the net effect of United States aid 
were simply to increase the amount of capital investment and nothing else, it 
would carry inflationary pressures. However, United States programs are worked 
out jointly with the host government to assure that increases in capital. are 
balanced by increases in consumer goods or by decreases in noncapital expenditures 
or both. Asa result, the net effect of our assistance, in most cases, is a stabilizing 
rather than an inflationary effect. 


Question No. 73 


It has been alleged that we are giving aid to Socialist countries and thereby 
furthering the spread of socialism. Is this correct? 


Answer 


Aid is being given to some countries which profess to be “Socialist,” either in 
their constitutions or in the official platforms of the local political parties in 
control of the governments. 

President Eisenhower has said: ‘‘We have no desire or intent to subjugate or 
subvert other peoples—no purpose to change their chosen political, economic, or 
cultural patterns—no wish to make any of them our satellites. We seek only to 
further the cause of freedom and independence and to develop the military strength 
necessary to protect and defend it, in the interest of peace.” 

If, in the implementation of our assistance programs, we were to attempt to 
dictate the form of economic policy that other countries should follow, our efforts 
would be worse than useless. Traditions and attitudes toward private enterprise 
differ in other nations and the leaders of those nations could be expected to resent 
demands for change of their adopted economic systems as an affront to their 
sovereignty and independence. 

To demand conformance to United States standards as a condition of aid would 
furnish ammunition for the Communist propaganda offensive. For the Com- 
munists would contrast these ‘‘strings’’ on United States aid with their own 
assistance programs which do not overtly attach such strings and which, in fact, 
are being pressed most vigorously in these uncommitted countries whose political 
and economic standards often differ far more from Communist standards than 
they do from our own. The Communists would point to such conditions as 
convincing evidence to confirm their charge that it is not the United States but the 
Soviet Union which is really seeking to build political and economic independence 
in other countries. This could seriously damage our position, not only in socialist 
countries, but in other newly independent countries. 

In short, we provide assistance to free countries not because of the particular 
way in which their economies are currently organized, but because they are free 
and because, if we didn’t provide this assistance, these nations would be more 
likely to lose their freedom to communism.’ 

On the other hand, the mutual security program does contribute to spreading 
the ideas of free enterprise. But it does so not by compulsion, but by assistance, 
persuasion, demonstration, and example. 
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A number of specific activities are carried out under the mutual security pro- 
gram which assist the growth of private enterprise abroad, including— 

(a) The ICA investment guaranty program; 

(b) ICA provision of dollar and local currency loan funds to private enter- 
prises through local development banks; ; 

(c) Direct loans to private enterprise which are planned under the new 
Development Loan Fund; 

(d) Worldwide technical assistance to industrial productivity programs; 

(e) Technical assistance in the field of labor which serves to strengthen free 
labor unions; 

(f) Technical and other assistance to agriculture, which represents a very 
large private enterprise sector of the economies of most of the countries in 
which we operate; 

(g) Bringing of many hundreds of trainees from cooperating countries to 
the United States to study United States industrial and business approaches 
and methods; 

(h) Development of local academic and inservice training programs in 
business administration; 

(7) Technical assistance to cooperating countries in drafting laws and 
programs for encouraging foreign and local private investment; 

(7) Use of a high proportion of total economic and technical assistance funds 
to assist in the development of the basic facilities—ports, roads, power sup- 
plies, schools, health services, ete-—which must be present before private 
industrial development on a large scale can take place. 

In its administration of the mutual security program as well as in other activi- 
ties, this Government has consistently stressed the importance of domestic and 
foreign private investment in the development of the economies of other coun- 
tries. The United States has often indicated the belief that the expansion of the 
private sector would make a major contribution to the development of many 
underdeveloped countries. Public funds will probably never be available, nor 
should they be made available, in sufficient quantity to meet all the investment 
requirements of underdeveloped countries. Some fields, for example industrial 
and extractive enterprises, are generally more attractive to private investment 
than are other fields, but there will be occasions when the use of public funds for 
such projects in the public sector will be in the interests of both the United State 
and the recipient country. 

Question No. 74 


We helped erect cotton plants in Korea—where there is not native cotton. 
Answer 


This statement is partially untrue and generally misleading. There is native 
cotton in Korea, though of an inferior quality; and we have not “helped erect’ 
cotton plants in Korea although we have supplied textile machinery to rehabilitate 
textile plants damaged during the Korean war. 

ICA has not contributed funds to establish any new cotton textile mills in 
Korea. All assistance furnished has been for the rehabilitation and expansion 
of existing cotton mills damaged during hostilities. Precise statistical information 
is not readily available indicating the amount of United States assistance for this 
purpose, but it is believed to be Jess than one-half of the approximate $7 million 
contributed to supply all types of textile machinery and equipment. 

The Korean native cotton is of inferior grade and for this reason not more than 
10 to 15 pereent is used by textile mills. The bulk of it is used for padding and 
for home spinning. 

Since Korea cannot, from its own raw materials, produce the amount of textiles 
required in the Korean economy, it must import either finished textiles or raw 
materials for domestic textile production. The importation of finished textiles 
would drain Korean foreign exchange resources to a much greater extent than 
importation of raw cotton to be used for domestic textile manufacture. Because 
the lack of adequate foreign exchange is one of the most serious problems con- 
fronting Korea, it has been a basic United States objective to adopt aid policies 
which would assist Korea to reduce its foreign exchange deficits. In addition, 
since the United States through the aid program has been covering those deficits, 
it has been considered important to reduce them as a means of teducing the 
magnitude of United States assistance required for the Korean economy. Accord- 
ingly, it has been ICA policy to meet the cotton textile deficiencies by supplying 
raw cotton from surplus United States stocks instead of finished cotton textiles, 
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It was for this purpose that ICA has provided the assistance required for Korea 
to purchase cotton textile machinery. Foreign exchange thus conserved for 
Korea becomes available to import critically needed commodities which cannot 
be produced or fabricated locally. 

further result of the ICA policy has been the creation of a market in Korea 
for United States surplus cotton as well as for exports of United States textile 
machinery. Korea has already imported under the FOA/ICA assistance program 
over $132 million of surplus United States cotton (approximating 875,000 bales). 
Had ICA financed textiles, they might well have come from a source other than 
the United States under the ICA policy of financing commodities from the lowest 
free-world source as a means of conserving United States aid funds and thus 
reducing the burden on United States taxpayers. 

It is interesting to note that the Korean textile industry was developed during 
the period of Japanese domination. Although Japan itself was a large textile 
producer and exporter, the Japanese recognized that development of a textile 
industry in Korea was economically sound and desirable for Korea. The textile 
industry now employs more people than any other manufacturing industry in 
Korea, and the rehabilitation of this industry has been an important part of the 
United States assistance program to establish a viable economy for Korea. 


Questions Nos. 75 and 76 


We helped put up flour mills in Korea and Formosa—where there is little or 
no wheat. 


Answer 


The statement is partially true but generally misleading. The assistance 
furnished has been beneficial to the economies of both countries. 

(a) With respect to Korea, $1,135,000 worth of equipment for construction and 
rehabilitation of flour mills has been delivered under the ICA aid program since 
fiscal year 1955. The circumstances behind this action are as follows: In former 
times Korea supplemented its domestic rice supplies with imports of millet and 
barley from Manchuria in order to meet the food needs of its people. Since hos- 
tilities this source of imports has disappeared and the population of South Korea 
has swollen about 50 percent from roughly 15 million to 22% million people. The 
need for food imports has continued. For example, in 1957 alone, 358,000 metric 
tons of wheat and 276,000 metric tons of barley were shipped to Korea from the 
United States. A part of these shipments was financed with mutual security funds 
which thus provided a market in Korea for surplus United States wheat. 

A question might be raised concerning the preferability of ICA financing flour 
for Korea instead of wheat. The answer lies in the conservation of United States 
aid funds and Korea foreign exchange accomplished through wheat imports. 
Korea has a critical shortage of foreign exchange and the United States aid program 
has been covering the shortage. Activities which reduce foreign exchange require- 
ments strengthen the Korean economy and reduce the magnitude of United States 
assistance required to support the economy. The conservation of foreign ex- 
change inherent in importing wheat instead of flour is demonstrated in the follow- 
ing example: 

The importation by Korea of 90,000 metric tons of wheat flour at approximately 
$110—per metric ton landed, would cost $9,900,000. If the same amount of flour 
should be made available from local milling, it would require 120,000 metric tons 
of wheat. To import this amount at approximately $80 per metric ton, landed, 
would cost $9,600,000. However, the milling in Korea would provide the Korean 
economy with 30,000 tons of residue (bran, shorts and middlings) having an 
export value of $675,000. If these $675,000 are deducted from the cost of the 
wheat ($9,600,000), the locally milled flour would have a net cost of $8,925,000. 
This is $975,000 less than imported flour would cost and constitutes the foreign 
exchange conserved. 

(b) With respect to Taiwan, a small grant of $38,000 was made from ICA funds 
under the fiscal year 1953 program for rehabilitation of existing flour mills. 
Since that time about $70,000 in local currencies (both counterpart and section 
402 currencies) have been made available for expansion of grain storage and 
handling facilities of Taiwan mills. 

Taiwan produces a significant amount of wheat—27,000 metric tons in 1957. 
The second 4 year development plan aims at an annual production of 30,000 metric 


tons by 1960. Thus local wheat production provides a basis for a small flour 
milling industry. 
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Taiwan must import food. Its population has increased 80 percent since 1938. 
Despite large gains in farm production, Taiwan has become (if sugar is excluded 
from calculations) a net food-importing instead of food-exporting nation. To 
meet food deficiencies the United States has shipped surplus agricultural products 
to Taiwan. For example, 192,000 metric tons of wheat valued at $12.8 million 
were shipped from the United States to Taiwan in 1956. 

The importation of wheat and the rehabilitation of existing flour mills help to 
(1) conserve both United States-aid funds and Taiwan foreign exchange which 
would otherwise have to be used for imports of more expensive flour; (2) provide 
employment for the increasing population; and (3) prevent milling equipment 
from lying idle for lack of parts. 


Question No. 77 


In Iran we paid out some $500,000 for American-made automatic looms to 
install in a textile plant which had never been properly engineered. The looms 
required high-grade cotton—of which there was very little—and skilled operators 
and maintenance men—of whom there were none in the native population. Then 
we failed to install the power to make the plant operate. 


Answer: 


Pursuant to agreements dated June 28, 1952 and April 22, 1953, both amended, 
the Technical Cooperation Administration and successor agencies financed the 
purchase of 304 Draper automatic looms for $486,395.63. These looms are 
capable of weaving medium grade long or relatively short staple cotton. The 
purpose of this project was to help Iran become more self-sufficient in textiles, 
its imports coming chiefly from Japan and Russia. 

Iran is deemed capable of procuring the quality and quantity of cotton needed 
to meet the requirements of this mill as well as others. The Draper Corp. sent 
two technicians to Iran to install the looms and train Iranians in their operation 
and maintenance within the limits of available power. In addition, Draper 
received and arranged for training in the United States of two Iranian technicians. 
The training requirements were contemplated in the project agreement. 

Last fall the Plan Organization of Iran contracted with United Merchants & 
Manufacturers, Inc., (New York) to manage and operate the mill. The Plan 
Organization is financing the foreign exchange requirements of this training 
contract, by which it is expected the mill will not only become a profitable opera- 
tion, but its output can become competitive with imported fabrics. United is 
sending its first cadre of technicians to Iran on March 7 and expects to have the 
spinning and weaving operations underway later this year. 

No powerplant was originally scheduled because it was expected that sufficient 
Teheran municipal power would be available. The obligation, however, to assure 
that such power would be available rested with the Plan Organization, not with 
the United States. When it turned out that municipal power was not available, 
the Plan Organization, after a considerable loss of time spent in determining 


what kind of power generating equipment should be obtained, ordered such 
equipment from a German firm. 


Question No. 78 


We put up $450,000 for a tire plant in Korea, and then learned that it was 
extremely difficult to develop a market for this product. 


Answer: 


In April 1954, ICA agreed to furnish $480,000 to supply equipment for estab- 
lishment of an automobile tire plant in Korea. At that time there was no plant 
in the country producing tires. The only significant prewar tire producing plant 
had been severely damaged during hostilities and was not in production. The 
only other existing facilities were for the recapping of tires. 

The new plant, the Hung Ah Tire Co., is a privately owned enterprise. Follow- 
ing its completion in August 1956, mechanical difficulties were encountered but 
subsequently overcome. As a result of delays in achieving satisfactory operation, 
the plant encountered financial difficulties. The Korean Government assisted the 
company in alleviating these difficulties and the plant is now operating success- 
fully. It is marketing its entire production of tires, Soon, 40,000 units 
per year. The quality of the tires is satisfactory, and part of the Hung Ah pro- 


one has been purchased and is being used by the United States Army in 
orea. 
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Hung Ah’s initial technical difficulties led to an inability to produce tires of 
satisfactory quality and this, in turn, gave rise to an impression that a market 
did not exist for the output of this plant. Actually a market does exist in Korea 
for the full output of the Hung Ah plant. The present estimate of Korean domes- 
tic requirements for tires and tubes is 150,000 units annually. The Hung Ah 
plant, at maximum production, can produce less than half this amount. United 
States assistance has been granted to provide equipment for another tire producing 
plant in Korea. When this plant and the Hung Ah plant attain maximum pro- 
duction, their combined output will be an estimated 135,000 units. 

With natural rubber readily available to Korea from adjacent southeast Asia 
and a sustained need for tires by both the military and the civilian economy in 
Korea, it is sound for Korea to develop its domestic tire production to meet 
domestic needs. The tire producing facilities financed for Korea by ICA, even 
when working at full capacity, will produce only 135,000 of the 150,000 units 
presently required annually in Korea, but as a direct result of this domestic tire 
production Korea will annually conserve substantial amounts of foreign exchange 
which would otherwise be expended to purchase tires abroad. Conservation of 
foreign exchange assets is a vital objective in the mutual security program for 
Korea where a critical shortage of foreign exchange exists and where United 
States assistance funds are required to meet the shortage in order to sustain the 
economy 

Question No. 79 


The charge has been made that ‘‘For 2 years 50 cents of every dollar we poured 
into Yugoslavia for economic aid leaked out for the payment of principal and 
interest on Yugoslavia’s debts to other countries.’ 


Question: 


Has Yugoslavia used our economic assistance for the payment of principal 
and interest on its debts to other countries? 


Answer: 


No United States dollar aid funds or local currency funds belonging to the 
United States, or counterpart funds owned by Yugoslavia, have been applied to 
payment of Yugoslavia’s foreign debt. 

The result of United States economic aid, in the form of commodity imports 
and services, has been to add to the economic resources and potentialities of the 
country. Such assistance would serve to lessen the strain which would otherwise 
have been imposed on the economy by the payment of foreign debt. It remains 
the fact, however, that our aid was not used for payment of principal or interest 
on Yugoslavia’s debts to other countries. 


Question No. 80 


We spent several hundred million dollars in the purchase of British military 
aircraft that it was known would be obsolescent when delivered. Meanwhile 
our assistance enabled the British to release funds from their budget to subsidize 
the development and production of commercial jet transport airplanes in compe- 
tition with American aircraft manufacturers and engine builders. 

(a) Are the planes described obsolescent? 
(b) Did our assistance enable the British Government to spend funds 
for the development and production of commercial jet aircraft? 


Answer: 


(a) At the very outset, it should be recognized that ‘“‘obsolescent”’ is a relative 
term. In one sense it might be asserted that virtually all military aircraft in 
operational use today are obsolescent by comparison with later models under 
research and development or still on the drawing boards. Generally speaking 
each succeeding model, as it is developed, tested, approved and finally produced, 
has an effective operational life. During this latter period, of course, new type 
aircraft or later models of the same type may be approaching the production 
phase; this fact however, would not normally result in the operational aircraft 
being termed “‘obsolete.” In a situation of this sort, it is obvious that the term 
“‘obsolescent’”’ can be used only with specific reference to all the related facts. 

With respect to the United Kingdom aircraft, the situation is as follows. The 
United States has purchased wholly or in part either through military assistance 
offshore procurement arrangements or under special budget support arrangements 
financed from surplus commodity sales proceeds, several types of British military 
aircraft. These include principally the Hawker Hunter, Javelin, Canberra, and 
Valiant aircraft. At the time that the contracts were negotiated for the Hawker 
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Hunter and the Javelin aircraft, these aircraft were still under development by 
the United Kingdom, but the United States technical experts concluded that 
they were as promising as any aircraft then under development by the United 
States. The contract for the Javelin specifically provided that the aircraft had to 
satisfy United States performance criteria before it would be acceptable. By 
the time the development of the aircraft had been completed, facilities established, 
production initiated and deliveries started several years passed. Meanwhile, 
significant developments had taken place in United States aircraft technology 
due to a United States investment of over a billion dollars in aircraft research 
and development, This investment had no counterpart in Britain. Thus when 
technical experts again evaluated the Hawker Hunter and the Javelin aircraft, 
they concluded that the latter aircraft, particularly, did not meet United States 
performance standards as required in the contract. As a result, some $65 million 
of the original Javelin aircraft contract in the United Kingdom was canceled. 
In addition some Hawker Hunter procurement was canceled as a result of reduced 
requirements. 

A number of Hawker Hunter and other British aircraft were purchased, how- 
ever, in view of several important considerations. In the first place, the higher 
performance United States aircraft would not be available for some time to 
United Kingdom units whereas the British aircraft were then available imme- 
diately. In the second place, the British aircraft, although ‘‘obsolescent” in the 
sense that more modern types were under development, were capable of effec- 
tively performing the NATO air defense mission to which they were assigned, 
(Many of these aircraft are still adequately performing this mission.) Thirdly, 
the British were determined themselves to produce their share of the aircraft they 
had developed, in any event, and it was obviously not. desirable to equip United 
Kingdom squadrons with both United States and United Kingdom types thus 
complicating support problems. Finally, contract cancellations in some instances 
would have involved an unwarranted cost to the United States. 

(b) It is difficult to say whether our assistance enabled the British to spend 
funds for the development and production of commercial jet aircraft in the sense 
that they would not have undertaken such development if we had not given them 
aid on militarv planes. 

The aircraft we gave Britain made up part of the total strength recommended 
by us. Britain informed us at the time of our recommendation that she would 
not be able to purchase these aircraft out of her own budget. Thus the procure- 
ment of these aircraft resulted in an expansion of the military aircraft strength of 
the United Kingdom beyond what it would otherwise have been. 

United Kingdom plans for the development of civil air transport in the postwar 
period stem from the recommendations of the Barbazon Committee which was 
appointed in 1943. Since that time successive governments have confirmed the 
great importance of developing civil aviation and the civil aircraft industry in 
order to strengthen the United Kingdom’s balance of payments and build up a 
strong and healthy aircraft industry as a form of war potential. 

No United States funds have been allocated to these projects and it appears 
that the British would have undertaken these projects whether they had received 
defense assistance or not. 

Question No. 81 


In one case a large military aid contract for ammunition to be produced in 
Europe was taken from the low bidder in one country and placed in another 
country without due regard for price in order to influence an election. 

(a) Is this correct? 
(b) What are the justifications? 
Answer 


Although we do not know what specific case is referred to by this question, it is 
perfectly true that in certain instances in furtherance of United States foreign 
policy objectives offshore procurement contracts have been directed to a specific 
country even though the bid submitted may have been less advantageous for one 
reason or another than that submitted by another bidder. In several instances 
this has proved to be an effective means of strengthening non-Communist labor 
unions in a particular plant, or of strengthening overall United States relations 
with a given country. Such cases of “directed offshore procurement” have only 
been undertaken after careful consideration within the executive branch of the 


various factors involved such as price, military acceptability of the product, and 
the political impact to be gained. 
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Question No. 82 


During the last few weeks of fiscal year 1956, in an effort to use up all allocated 
funds, we gave Iran $34 million in commodity procurement grants although we 
knew or should have known that Iran’s capacity to receive ona absorb these com- 
modities did not exceed $1 million per month. 

Is this true? 
What was the justification? 


Answer 


No. Program decisions were not made at the end of the year in an effort to 
use up funds. The funds referred to were not allocated during the last few weeks 
of fiscal year 1956, nor was the decision to finance commodity procurement made 
at that time. 

In all, a total of $65.5 million in fiscal year 1956 defense support and technical 
cooperation funds was provided to Iran. The amounts involved had been an- 
nounced in January or February of 1956 and the total was fully known to the 
Government of Iran in February 1956. The $34 million in commodity procure- 
ment grants may be meant to refer to the issuance of procurement authorizations 
in April 1956, which were obligating and implementing documents issued pur- 
ge to earlier decisions and commitments with respect to the aid program for 
the year. 

As for the objection to the determination to implement the program by com- 
modity procurement, the criticism seems, further, not to take into account the 
nature and objectives of the aid program in Iran, which has resulted in changes 
in emphasis and in methods of implementing programs from time to time. 
Though Iran’s situation was improved as its it revenues gradually increased 
after the settlement of 1954, it still experienced difficulties in attempting to finance 
a heavy military burden related to Baghdad Pact objectives while simultaneously 
supporting provision for economic development at a rate consonant with awaken- 
ing aspirations of the Iranian people. Both loan and grant aid has been made 
available in connection with technical and economic assistance and military con- 
struction and the objectives and requirements of these programs have governed 
the aid decisions. Thus the local currency requirements for the United States 
supervised military construction program and for other United States commit- 
ments have been provided either by Tnatitteg imports which permitted mobiliza- 
tion of the generated local currency for the uses desired or when necessary or de- 
sirable by direct exchange of dollars for local currency. Under the commercial 
practices which prevail in Iran it has been difficult at times to meet anticipated 
scheduled requirements by channeling private importers’ transactions through 
ICA procurement procedures. This is not the same thing, however, as saying 
that the commodities were in excess of Iran’s capacity to receive and absorb 
them. The effect of the aid program as a whole has been to afford the local cur- 
rency support desired for United States objectives and to meet program needs. 


Question No. 838 


In South Vietnam, South Korea, and Iran, when we could not find enough 
projects upon which we could get rid of our aid funds, we handed the local officials, 
from time to time, United States Treasury checks running into many millions of 
dollars as a form of budget support. No one really knows how these funds 
were used and where they were spent. 

(a) Did we hand local officials United States Treasury checks? 
(b) If so, how were these funds spent? 


Answer 


Although United States dollar checks have been turned over to the Vietnamese 
Government for budget support, it is not true that this was done because of a 
lack of projects for their use, nor is it true that no one knows how these funds 
were used. 

In the emergency situation prevailing in South Vietnam immediately after the 
war in Indochina, United States aid was urgently needed to help the Vietnamese 
Government meet the costs of supporting its military forces, and of evacuating 
and resettling some 660,000 civilian refugees that had fled from Communist 
North Vietnam. Most of these costs were in local currency which, in normal 
circumstances, would have been met by importing commodities into Vietnam 
and selling them for piasters. However, because of the newness of the program 
and the substantial timelag between the issuance of commodity procurement 
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authorizations (PA’s) and the arrival and sale of the imported commodities in 
Vietnam, it was not feasible to meet all these requirements through normal 
local currency generating procedures. It was necessary, therefore, to purchase 
a substantial amount of the piasters required for these purposes directly from the 
Central Bank, primarily with United States dollar checks. 

The foreign exchange thus made available has since been used by the Viet- 
namese Government for purposes which the United States Government has 
approved. These funds have been used primarily for imports of commodities 
needed for consumption or to maintain production in Vietnam. 

No direct dollar grants were made to Vietnam after fiscal year 1956. Since 
then it has been possible to meet piaster commitments, on a current basis, from 
local currency accruals on salable commodities in the pipeline. 


Question No. 84 


In South Vietnam, South Korea, and Iran, when we could not find enough 
projects upon which we could get rid of our aid funds, we handed the local officials, 
from time to time, United States Treasury checks running into many millions of 
dollars as a form of budget support. No one really knows how these funds were 
used and where they were spent. 

(a) Did we hand local officials United States Treasury checks? 
« (b) If so, how were these funds spent? 


Answer 


This statement is not true for South Korea. No direct transfer of dollars in the 
form of cash grant aid has ever been made to the Korean Government under the 
mutual security program. Although the financial situation of the Government of 
the Republic of Korea was extremely critical at the time of the armistice, the 
imports financed under the mutual security program generated a sufficient amount 
of local currency to meet support requirements of the military budget. 

A significant portion of the local currencies derived from the sale of commodities 
imported to Korea under the mutual security program is used to lend support to 
the military budget. The amount of local currency support is determined after 
review of the military budget by United States military and civilian authorities in 
Korea and is subject to approval by the interested offices in Washington, that is 
the Department of Defense, the International Cooperation Administration, and 
the Department of State. 

(Juestion No, 85 


“In South Vietnam, South Korea and Jran, when we could not find enough 
projects upon which we could get rid of our aid funds, we handed the local officials 
from time to time, United States Treasury checks running into many millions of 
dollars as a form of budget support. No one really knows how these funds were 
used and where they were spent.” 

(a) Did we hand local officials United States Treasury checks? 
(b) If so, how were these funds spent? 


Answer 


(a) During 1952, to dramatize United States aid and to provide publicity to 
United States assistance at this critical juncture in Iranian affairs, some checks 
were ceremonially presented directly to Iranian Ministers to be used by their 
ministries for mutually agreed purposes; however the actual transfer of dollar funds 
was made in accordance with procedures and agreements previously arrived at. 

(b) The dollar amounts expended by the United States for commodity procure- 
ment designed to generate budgetary aid were in all cases subject to United States 
audit procedures. However, because the decision was taken at the outset of the 
budgetary aid program in Iran that it would be neither wise nor consistent with 
friendly relations between friendly sovereign governments for the United States 
to attempt to control the Iranian budget, the mission did not insist on controls 
over the expenditure of rial aid comparable with those which might normally have 
been imposed on project-type assistance. Consequently, it cannot be said that we 
know how these funds were used and where they were spent in the same way we 
could account for aid procured by the direct expenditure of dollars or for project- 
type aid. Nonetheless, it should be pointed out that the budgetary aid was pro- 
vided in accordance with a planning table which had been developed by the two 
governments. This table did provide a vehicle for guidance, for obtaining infor- 
mation and for checking on lranian expenditures. The agency is satisfied that 
the great bulk of such assistance has been used for the purposes for which it was 
provided. 
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REPLIES TO SUPPLEMENTAL QUESTIONS FURNISHED TO THE 
INTERNATIONAL COOPERATION ADMINISTRATION 


Question No. 86 


Would you comment on the following quotation: 

“To much administration at all levels and too little field or grass roots work. 
Everybody busy writing reports on what should be done, but much of this from 
reading earlier reports. More doers and fewer planners needed.’’ (Korea) 


Answer 


ICA is conscious of the fact that a relatively large proportion of the time of its 
mission staff is spent on analytical and reporting types of activity. A program 
of the size of that in Korea, particularly after the initial period of extreme eco- 
nomie and political urgency, requires substantial time for adequate planning, 
analysis and reporting. The magnitude of the economic problems arising from 
the aftermath of the war and the need to build and maintain a strong defensive 
force cannot be undertaken successfully on an ad hoc basis. In addition to this 
a substantial part of the time of the mission must be of necessity devoted to the 
preparation of reports and documents basic to the annual presentation of the 
program to Congress and to requirements for accounting of United States funds. 

Since the program staff of the mission in Korea, due to recruitment difficulties 
has not been operating with its full complement of personnel, it is reasonable to 
surmise that the regular reporting and paperwork duties, by devolving upon 
fewer employees, have occupied a larger portion of the energies of these employees 
than would otherwise and customarily be the case. To meet this situation, 
ICA is making every effort to recruit as rapidly as possible all program personnel 
authorized for the Korea program. Korea being an hardship post, this has been 
a difficult task. 

On the administrative staff of the Korea mission, there are 74 persons. They 
provide backstopping for 223 direct-hire program staff and 214 contract tech- 
nicians. This administrative staff is not disproportionate to the requirements 
under the circumstances prevailing in Korea. 


Muestion No. 87 


Has there been successful refutation that Lebanon, with a relatively healthy 
economy, is being subsidized with United States aid merely to guard against 
offense being taken by the Lebanese Government because of aid being given to 
some of the other countries in the area? 


Answer 


Aid is not given to Lebanon ‘‘merely to guard against offense being taken by 
the Lebanese Government.’ Lebanon is friendly to the United States and shares 
free world objectives. While possessing a relatively healthy economy by Middle 
East standards, it is still an underdeveloped country in which pressures for de- 
velopment are strong. The United States has maintained a successful technical 
program in Lebanon for some time. In addition, since 1952 some economic aid 
has been provided. A major portion of this economic aid was provided in imple- 
mentation of the American doctrine through commitment by Ambassador 
Richards to strengthen the country in its stand against the inroads of interna- 
tional communism in the area. Lebanon has also received assistance in strength- 
ening its internal security forces. These measures, in demonstrating United 
States support for Lebanon’s free world stand, have been of great importance 
to United States foreign policy. 


Question No. 88 


Would you comment on the following quotation: ‘Basic commodities imported 
in unrealistic quantities with consequent spoilage (flour, yeast, dairy products) 
*,* * agricultural equipment badly needed but imported prematurely and 
allowed to deteriorate before use or people trained (tractors, graders, earth- 
movers).’’ (Vietnam.) 

Answer 


Although some imported commodities in a few instances arrived in quantities 
greater than the market would immediately absorb, no significant waste occurred 
as_a consequence. The temporary oversupplies were generally attributable to 
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misjudgments by private importers concerning immediate marketability of the 
commodities involved. 

With respect to flour and dairy products, it is believed that the above criticism 
refers to imports during the second and third quarters of 1957, when arrivals 
were abnormally large. Dairy products imported at this time included con- 
densed milk, cheese, and butter. Only condensed milk was in oversupply and 
that oversupply was limited to certain brands with which the public was not 
familiar. Well-known brands sold at a premium. For no brand was there any 
spoilage. Some of the lesser-known brands, lacking acceptance by individual 
consumers, experienced a thickening of the milk (but not spoilage) and were 
sold to bakeries and thus fully utilized. 

Import of wheat flour resulted in a temporary buildup of abnormal quantities 
because of unexpectedly large arrivals of charity shipments during that period. 
Import licenses for wheat flour were then immediately suspended, and within a 
few months stocks were back to normal. Because of lengthy storage, some flour 
was attacked by weevils but bakers, by properly sifting the flour prior to use, 
were able to utilize the entire stock. 

With respect to yeast, an oversupply existed by the ntiddle of 1957, due to 
excessive imports resulting from a mistake in judgment on the part of private 
importers as to what the market would absorb. Although a decrease in potency 
was occasionally reported, no important spoilage occurred because shipments 
were in sealed tin cans. 

Mechanized agricultural equipment was originally provided in 1955 and 1956 
to the newly established Government of Vietnam to help relocate some 660, 
refugees from Communist-controlled North Vietnam on rice land abandoned dur- 
ing the war. This was an emergency program, and the equipment was required 
quickly. Some of it arrived before people had been thoroughly trained to use it. 

lowever, training programs were begun simultaneously with the initiation of the 
resettlement projects. In 1955, for example, an American firm in Manila was 
employed to bring in Filipino engineers and mechanics to do this training. In 
March 1956, the Vietnamese Government set up an organization, called Oneman, 
for centralized management, operation, and maintenance of all the equipment. 

The total equipment imported by the end of 1957 included 136 tractors, of 
which 38 are equipped with bulldozers, 129 disk plows and disk tiller-plows, 49 
disk harrows, and 35 brush-cutter attachments. The equipment is being ade- 
quantely maintained and used. Training courses in equipment use and mainte- 
nance are continuing. 

Much of the equipment brought in initially for the refugee program is now 
being used in a land development and resettlement project, initiated in 1957. In 
this project some 11,000 farm families from overpopulated areas are being relocated 
in other areas important both from an economic and a strategie point of view. 
Thus, the equipment, essential originally for an emergency operation, is being 
maintained and further used in Vietnam to increase the country’s economic 
strength, and with it political stability. 


Question No. 89 


Would you comment on the following quotation: 

“T visited one nation where the strong man of the country, which we are sub- 
stantially subsidizing, is suspected of being a full-fledged partner in an illegal 
opium operation. This same strong man owns some 30 different businesses, and 
practically everything purchased for his government, military, and other purchases 
must be requisitioned through 1 of his companies.” 


Answer 


This statement could possibly refer to Thailand where newspapers have alleged 
that some of the “‘strong men”’ have been involved in opium traffic. In Thailand 
also, many high government officials have substantial interests in so many com- 
mercial concerns that it is almost inevitable that many government purchases are 
made from them. This is not, however, unique to Thailand. oa 

ICA is not in a position to investigate or control such intimate details of the 
inner workings of foreign governments or the personal conduct of its principal 
officials. However, ICA is diligent to avoid support or endorsement of objection- 
able activities of the type mentioned. In fact, certain ICA aid projects in public 
administration (including improvement of fiscal management) and civil police 
administration are designed to help eradicate such practices. 
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United States aid is given to countries such as Thailand in the security interest 
of the United States and the free world in order to strengthen them against 
Communist encroachment. It is hardly appropriate to imply involvement of 
ICA in such government irregularities or to suggest that United States aid essential 
to free world security interests be withheld from a country because of alleged 
or real misconduct of its officials. 


Question No. 90 


Would you comment on the following quotation: 

The industrialization program, in particular, has been a dismal failure, due to 
incompetence on the one side and racketeering on the Korean side. In no case, 
has adequate planning and engineering assistance been provided. (Korea) 
Answer: 


The record does not support the above criticism. In fact, through this program 
and the other activities of ICA and the United Nations Korean Reconstruction 
Agency, the war-shattered economy of Korea has been rehabilitated and a sound 
base laid for expansion of production. The railway system has been restored and 
is operating with increasing efficiency and economy. Electric power output is 
three times that of 1938. Anthracite coal production is 10 times that of 1938. 
The production of cotton textiles has been substantially increased. Overall 
industrial production rose 12 percent in 1957 above that of 1956. Moreover, the 
main impact of United States assistance in this program is still to be felt, since 
many of the industries aided are just now coming into production or are not yet 
fully built. 

It is likely that the above criticism grew out of the earlier struggle to overcome 
the severe difficulties encountered in Korea at the time this program first began. 
In 1953 and 1954, before the overall situation could be adequately surveyed and 
competent engineers recruited, and when prevention of disease, starvation, and 
unrest was still a major problem, there were compelling reasons for immediately 
initiating a program to rehabilitate Korea’s war-damaged industrial plant. It 
would have been reasonable to assume that some unavoidable mistakes would 
occur in this urgent type of operation. But, in moving forward with the program 
to rehabilitate industry, a simultaneous effort was made to engage United States 
engineering firms to supply technical advice to both the Korean Government and 
the United States authorities. In February 1957 such a contract was entered 
into with a consortium of seven United States engineering firms. Already their 
engineers in Korea and their research staffs in the United States have been engaged 
in Petar. active technical assistance in 80 projects. 

‘urther, to insure that projects are soundly conceived and implemented, 
careful study has recently been made of projects on which progress has been 
delayed, examining into all aspects of the original plans and making changes 
where advisable in the light of changed conditions. There is no present validity 
to the criticism made above that ‘‘in no case has adequate planning and engineering 
assistance been provided.”’ 

While, inevitably, some of these projects will be less successful than others, 
progress now taking place gives every indication that the program will achieve its 
original purpose. This is, to help Korea itself meet a larger share of the economic 
burden of financing the large military forces it is maintaining as its contribution 
to the common defense, and thus to reduce its dependence on United States 
assistance. 


Question No. 91 


As to Europe, the charge has been made: ‘‘Not enough projects which directl y 
assist in raising the standard of living of recipient nations * * * the crying need. 
A few people appear to benefit but not enough to make the projects appreciated 
by man in the street as their daily struggle continues as hard as ever.’’ Would 
you please comment on this charge. 


Answer: 


These statements convey an essentially false impression. 

The salient facts regarding European living standards over recent vears and 
regarding the effect of our economic aid on the living standards of European 
peoples are— 

(1) That there has been vast improvement; 
(2) That in the period since our economic assistance to Europe began, the 
“daily struggle’ of European peoples has not continued as hard as ever; 
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(3) That our aid has not benefited just ‘‘a few people” but, on the contrary, 
has brought widespread benefits to the peoples of all recipient countries and 
has contributed significantly and gratifyingly to the raising of their living 
standards; 

(4) That—although doubtless true that in individual cases our aid projects 
may not have appeared to the man in the street to have a direct impact on 
his own standard of living—it cannot be seriously doubted that the peoples of 
Europe have understood, and appreciated, the important contribution which 
United States assistance made to their economic and social welfare from the 
beginning of our European recovery program in 1948. This contribution 
has been widely acknowledged by the Europeans themselves. (It will be 
recalled that there have been no large-scale United States economic assistance 
programs for European Marshall plan countries since fiscal year 1954, 
economic aid programs having been continued since 1954 only for Spain, 
Yugoslavia, and Berlin.) 

In consideration of this subject, it is of course important to keep in mind that— 
although much the greater part of our aid was in the form of grants of commodities 
and equipment to European countries, for the purchase of which they lacked the 
necessary foreign exchange—the individual consumer to whom these imports were 
made available had to pay for them in foreign currency to enable the European 
countries to provide the local currency counterpart which was required by United 
States legislation. It is therefore understandable that the people of these countries 
may not fully realize the importance of aid which resulted in increased availability 
of goods and services for internal use and thus made possible a rise in their standard 
of living. 

Evidence of the immense improvement in the daily lot of the Western European 
is the 35-percent increase in per capita consumption since 1948. The per capita 
consumption of durable goods, such as cars and appliances, has increased by some 
60 percent in the past 5 years. Since 1952 the consumption of some consumer 
hard goods has been growing at a rate surpassed only in the United States in the 
early 1920’s. The per capita consumption of all goods and services has been rising 
since 1952 at nearly 4 percent a year, a high rate in any economy. The foregoing 
large increases in average per capita consumption could not possibly have occurred 
unless there were large and widespread increases among the bulk of the population, 
i. e., it is physically impossible for the small, high-income portion of the population 
to have increased their use of basic consumer goods sufficiently to bring the 
national per capita averages up by the recorded amounts. Moreover, there is 
ample direct evidence to bear out this point. 

Detailed basic facts about European standards of living are graphically indicated 
by the table below taken from the most recent data, published by the Organization 
ee European Economic Cooperation in 1957, in the report Europe Today and 

n 1960. 


Private consumption for OEEC member countries combined 


[In billions of United States dollars at 1954‘prices and exchange rates] 





Percent 

1949 1955 increase, 

1949-55 
Food... 40.3 50.3 25 
Creme ok i Se a. Sa CO 21 13.6 17.7 30 
Rent_... 7.2 8.4 17 
Durable consumer goods... 6.7 12.0 80 
Miscellaneous....--.....-- 39.6 51.2 29 


Question No. 92 


“A good example of poor planning is the milk plant built in the Cochabamba 
Valley—an existing dairy already takes all of the available milk in the valley, 
so where is milk going to come from for the nice milk plant built by ICA? 
(Bolivia.)’”? Please comment on this quotation. 


Answer: 


The milk plant to which this question makes reference is being constructed 
in Cochabamba with funds provided jointly by the United Nations International 
Children’s Emergency Fund, the Bolivian Development Corp., and ICA. The 
one existing dairy in the Cochabamba Valley utilizes only a small fraction of the 
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total milk output of the area. The dairy, which employs 30-year-old equipment 
and which has no interest in expanding its production, has a total production of 
600 liters of milk per day. Total daily milk production in the valley is approxi- 
mately 10,000 liters per day. 

The present total of production represents a decrease of 6,000 to 8,000 liters 
from 1953 production. This decrease was due to poor planning during the 
agrarian reform of that period. It is estimated by the Agricultural Servicio 
in Bolivia that the present production of milk in the valley can be doubled in 
2 to 3 years through better milk production and milk handling methods. 

The milk plant presently being established will have a capacity of 20,000 liters 
per day on a 10-hour-per-day basis which can be extended to 40,000 liters on a 
round-the-clock basis. It is planned to operate the plant on a one-shift basis 
until the production of milk in the valley reaches a level high enough to meet the 
demands of peak capacity. This is established and recommended procedure in 
the planning and construction of agricultural processing plants where it is simul- 
taneously proposed to provide plant capacity and to increase the production of 
agricultural commodities to be processed by the plant. 

Both UNICEF and ICA agricultural studies indicate that an increase in milk 
production must and is bound to take place in the Cochabamba Valley, which 
is the best suited area for milk production in Bolivia. For this reason, UNICEF 
and the Government of Bolivia entered an agreement in January 1955 to provide 
for the construction of a milk plant in Cochabamba. 

In 1955 UNICEF agreed to contribute $200,000 in United States dollars for 
equipment if Bolivia would construct the building. The Government, acting 
through the Bolivian Development Corporation, was unable to obtain the neces- 
sary private financing to meet its obligations under the agreement. Accordingly, 
at the request of the Bolivian Government, ICA released the sum of 150 million 
bolivianos in counterpart funds to be used for the construction of the building. 
These counterpart funds were, of course, owned by the Government of Bolivia, 
and ICA’s interest was only that of approval of the use to be made thereof. As 
part of the stabilization program to meet the economic crisis in Bolivia, in 1957 
CA also undertook to furnish the foreign exchange necessary to purchase certain 
additional equipment for the plant, such as aluminum pipe and electric wiring. 
For, these purposes, ICA has contributed the sum of $98,500 to date. The 
.Bolivian Development Corporation has contributed the sum of $120,655 in 
_ United States dollars and the dollar equivalent thereof in addition to the counter- 
part funds which were expended. 


Question No. 93 


Failure to take into account the needs and peculiarities of each country and 
its people appears to be an important factor contributing to poor planning and 
waste. 

“It was interesting to hear * * * a story about a paper factory built with 
United States dollars which was to use a special wood available in Iran to make 
paper. When the factory was completed, it was then found that there was not a 
sufficient supply of this wood to keep the factory running full time. Why not 
determine such things before factories are built?” 

Please comment on this charge. 


Answer 


No United States dollars appropriated to the aid program since its inception 
have at any time been utilized to build a paper factory in Iran. 


Question No. 94 


Please comment on the following quotation: 

“Military aid and some capital projects—power and cement—are sound. 
Otherwise emphasis is on complicated rather than simple industrial projects 
which the Koreans prove incapable of handling (Korea).”’ 


Answer: 


The great majority of industrial plants assisted in the Korea program are of a 
relatively simple type, making products such as starch, flour, dynamite, agar-agar, 
glass, textiles, rubber tires, cable, aluminum sulphate, crushed limestone, phar- 
maceuticals, potassium chlorate, pigment, ball bearings, paper, books, tricycle 
trucks, auto spare parts, asphalt hot mix, bran oil, caustic soda, hardboard, 
silicon carbide, earthenware, wire rope, fish nets, anchor chains, ice, synthetic 
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fiber, and spun rayon. The presence in this program of a few complicated 
projects, such as the Urea Fertilizer Plant under construction at Chunju, which 
has been widely discussed, may have given the impression, erroneously, that 
large complicated projects predominate. 

It is true that Koreans have not possessed all the desirable technical and managerial 
qualifications required to operate certain of these plants, such as the urea fertilizer 
plant. The departure from Korea of approximately 30,000 Japanese technicians 
and managers at the end of World War II created a vacuum which has not yet been 
entirely filled; and in the process of learning, the Koreans naturally have made 
some mistakes. Their record of successes also has been impressive. Qualified 
United States observers unanimously agree that Koreans have demonstrated 
marked ability to learn technical operations. As an example, the Bechtel Pacific 
Corp., which trained Korean technicians at the same time as it constructed three 
thermal powerplants worth $30 million, was able within 1 year after completing 
construction to leave the plants entirely under the operation and management of 
qualified Koreans. 

In those areas where difficulties may be encountered, an ICA-financed con- 
sortium of United States engineering firms is providing technical advice and 
assistance. 


Question No. 95 


Please comment on the following quotation: 


“Publicity through ICA periodicals is channeled to management personnel, 
but they do not get to the mass of the people” (Philippines). 


Answer 


Responsibility for informing the Filipino people about ICA programs rests-—in 
the Philippines as in all other countries—with the United States Information 
Agency, and in accordance with the terms of the bilateral agreement, with the 
Philippine Government itself. The latter has established, with ICA technical 
assistance, a mass communications center which publishes a monthly magazine, 
wall newspapers and numerous pamphlets, and produces motion pictures reporting 
on the joint economic development program; these are widely distributed in all 
parts of the country. USIA, for its part, has assigned an American staff man 
full time to reporting on the assistance program in the Philippines. Press releases 
pamphlets, and motion pictures about the program are issued in quantity and 
given wide distribution. 

As part of the United States technical assistance programs, pamphlets and other 
publications have been distributed from time to time, dealing with technical 
matters of special interest to management. Furthermore, periodicals giving 
information on the ICA program have been distributed to the American business 
community in the Philippines—one of the largest in the world—to inform them 
of the objectives and operations of United States programs in that country. For 
the most part, such publications lack any mass appeal and no purpose is served 
by their mass distribution. 

Question: No. 96 


There were frequent complaints of what might be termed ‘‘bureaucracy.” 

‘‘“*t * * the personnel seem to be more interested in keeping their records 
straight rather than getting the equipment out to the people that can use it” 
(Iran). 

“Too many men doing too much paperwork and too little to show the locals’ 

(Lebanon and Jordan). 

Would you comment on this criticism. 


Answer 


It is necessarily true that some ICA personnel in the field spend a substantial 
portion of their time in record maintenance and preparation of reports to Washing- 
ton. This work is inherent in the requirement for regular progress reports, 
detailed records of expenditures, accountability of funds programed by fiscal 
year, and similar controls which enable ICA to meet requirements which are 
specifically a part of the legislation as passed by Congress, or which enable the 
agency to respond to questions from the Congress about the program. In the 
main, these records are maintained to assure prudent management of public funds. 

Both the general charge of complaints of bureaucracy and the cited comments 
attributed to observations in Iran, Lebanon, and Jordan are general allegations 
of such unspecific character that they do not lend themselves to any realistic 
attempt to develop a response as to whether the percentage of time spent on 
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records in Iran, Lebanon, and Jordan is excessive. No specific examples of excess 
are cited; it is therefore impossible to state whether any particular instance in- 
volved required records maintenance undertaken to meet requirements for funds 
accountability, or a possible overemphasis among some staff members on their 
responsibilities in connection with accountability for funds and program progress 
reporting as compared to their responsibilities for direct operations. In consider- 
ing this comnient on excessive emphasis on records and paperwork it would also 
be reasonable to take into account that the opposite complaint has been very 
sharply made by congressional investigators, particularly in the case of Iran where 
in the early years of the program the urgency of the situation did not permit the 
establishment of the usual procedures and controls. The general objective of the 
agency in this respect is to require of the staff the reporting and records to meet 
its operational needs, reporting responsibilities, and requirements for such informa- 
tion for official purposes. 

We believe that practical objectives of the program have been steadily and con- 
sistently achieved in the three countries mentioned in the question. These objec- 
tives include ‘‘getting the equipment out to the people that can use it.” 

x 








